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CHAPTER XIV 

COMMERCIAL CREDITS— IMPORT 

Nature of Import Commercial Credits 

After the loan and discotmt, the commercial credit is the 
most important form of extension of bank credit A com- 
mercial credit, or commercial letter of credit, as it is some- 
times termed, may be defined as an instnmient issued by a 
bank in behalf of one of its customers authorizing an indi- 
vidual or firm to draw drafts on itself, or on one of its cor- 
respondents for its accotmt, under certain conditions stipu- 
lated in the credit. 

While the use of commercial credits extends to transactions 
in connection with domestic and foreign business, by far the 
most important use is to facilitate the importation and exporta- 
tion of merchandise. 

Advantages to the Exporter 

From the standpoint of the seller of goods, the commercial 
credit method of financing offers the advantage of providing 
cash for each shipment upon delivery of documents in his 
own country. A credit permitting drafts to be drawn on a 
large, well-known international bank creates prime bankers' 
bills and these may always be discounted at a most favorable 
rate. Whether an exporter operates under a time credit or 
a cash credit he is therefore enabled to offer his goods at 
lowest prices. Furthermore the seller is relieved of the uncer- 
tainties of extending credit to the buyer; this function of 
extending credit is shifted to the buyer's bank, which is the 
agent bes^ fitted to pass upon the credit standing of the im- 
porter. 

373 
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374 PRACTICAL BANK OPERATION 

Advantages to the Importer 

The importer is not obliged to reimburse the issuing bank 
until maturity of the draft, and by obtaining release of the 
merchandise against the usual trust receipt, he may manu- 
facture or sell his goods and realize long before the acceptance 
falls due. The importer has also the reasonable assurance 
that the shipment will be made in conformity with the condi- 
tions as expressed in the letter of credit, and the fact that 
the bank grants him credit usually indicates that he is regarded 
as of good standing. He has the full advantage of his credit 
standing inasmuch as he deals primarily with his bank, which 
is well acquainted with him. 

Bank's Profit Under Commercial Credits 

The banking parties to the credit obtain their direct profits 
from the transaction in the form of moderate commissions. 
In addition to their commissions those banks which do a large 
international business participate in discounting, collecting, or 
making payments under the foreign exchange items which 
arise from these credits. Again, the banks lend only their 
credit, since usually they do not part with a dollar in funds 
until they have been paid by other parties to the credit. 

Dollar Credits Versus Foreign Currency Credits 

Commercial credits may be classified as dollar credits or 
foreign currency credits according as they authorize drafts 
to be drawn in dollars or in foreign currency. 

Prior to the outbreak of the war in Europe and the passing 
of the Federal Reserve Act it is safe to assume that fully 
nine-tenths or an even larger fraction of the credits issued 
to cover importations into the United States were passed 
through London in the form of sterling credits, * that is to 
say, credits available by drafts drawn in potmds sterling on 
London. Requests for the issuance of credits available by 
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COMMERCIAL CREDITS — IMPORT 375 

drafts in United States dollars on New York were extremely 
rare and were issued only in exceptional cases. 

One of the important accomplishments of the Federal 
Reserve Act was to remove the prohibition against accepting 
drafts imder which the national banks had been operating. 
Under authority granted by the act, member banks may accept 
drafts which arise out of a transaction involving the importa- 
tion or exportation of goods, or the domestic shipment of 
goods ; or those secured by readily marketable goods in storage ; 
or drawn for the purpose of furnishing dollar exchange. 

The amount of drafts accepted by a bank and the time 
which the acceptances may run are limited by the act. Any 
national bank may have outstanding at any one time accept- 
ances aggregating 50 per cent of its capital and surplus. A 
bank may apply to the Federal Reserve Board and receive 
permission to have outstanding acceptances up to 100 per cent 
of its capital and surplus, but in no event may acceptances 
against domestic transactions exceed 50 per cent of the capital 
and surplus of the bank. No acceptance may have a maturity 
later than 6 months after it is accepted. The amount accepted 
for any one person, firm, or corporation must not exceed 
10 per cent of the bank's capital and surplus. This 10 per cent 
limitation, however, does not apply where the bank is secured 
by some actual security growing out of the same transaction 
as the acceptance; the security must remain with the bank 
during the time the acceptance is outstanding. It should also 
be mentioned that this 10 per cent limitation is over and above 
the 10 per cent limitation placed on loans and discounts for 
any one person. 

In addition to the foregoing permissive regulations a mem- 
ber bank may also accept, after receiving authority from the 
Federal Reserve Board, drafts drawn upon it for furnishing 
dollar exchange, up to 50 per cent of its capital and surplus. 
Drafts thus accepted must mature within 3 months. 
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376 PRACTICAL BANK OPERATION 

Since member banks have been accorded the privilege of 
accepting such drafts, conditions with respect to dollar credits 
have changed materially and at the time of writing^ dollai; 
credits predominate. 

Advantages of Dollar Credit 

The dollar credit is of special importance to every Ameri- 
can merchant who is interested either directly or indirectly 
in the importation of commodities of any character. A study 
of the advantages accruing from this form of credit will 
demonstrate the desirability of its general employment as the 
vehicle for financing not only our own imports, but also those 
of other countries. Primarily a dollar credit is more 
economical than those drawn in most foreign currencies, for 
the initial commission cost of issuance is lower. Secondly it 
is based on a known quantity, the dollar, a factor of great 
importance in days of extreme and violent fluctuations in the 
exchange rates, and therefore all exchange risk is eliminated 
from the operation so far as the importer is concerned. Ma- 
turities drawn under dollar credits are due and payable in 
dollars on a given date, and no question arises as to what 
the exchange rate on some foreign point may be 90 days after 
acceptance of the bill. 

Clean and Documentary Credits 

Commercial credits may be classified as documentary and 
clean credits, depending upon the conditions with which the 
accredited party, or beneficiary — ^as the one in whose favor 
the credit is drawn is called — is required to comply before 
he can realize under the credit. 

Under a documentary credit the beneficiary is required to 
present certain documents to the negotiating bank before he 
can obtain payment or acceptance of his draft. Under a clean 



^October, 1920. 
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COMMERCIAL CREDITS— IMPORT 377 

credit no such procedure is necessary; the negotiating bank 
honors the beneficiary's draft when it is presented with the 
letter of credit. The documentary credit is generally used 
to cover shipments title to which can be readily passed by 
negotiable documents, while the clean credit is used to cover 
such transactions as transfers of funds made by a home office 
to its foreign agent or branch and other transactions not 
readily embodied in negotiable documents. 

Documents required under a credit ordinarily consist of a 
commercial invoice, a consular invoice, and a full set of ocean 
bills of lading to the order of the New York bank. At times 
additional documents are required, such as pure food certifi- 
cates, weight lists, certificates of analysis, disinfection certifi- 
cates, or certificates of origin. 

Credits may also be made available against warehouse 
receipts and railroad bills of lading, forwarders' receipts, or 
express companies' receipts, with the understanding that these 
documents are to be returned either to the beneficiary, a for- 
warding agent, or some other party named in the credit or 
to be appointed by the beneficiary for the purpose of making 
transshipment and exchanging them into the necessary ocean 
documents as enumerated above. 

It develops at times that the beneficiaries under the credits 
require financial assistance in obtaining the merchandise and 
preparing it for shipment to the port of embarkation, and in 
order to meet these contingencies bankers embody in their 
credits what is known as the "red clause." The bankers 
making payments under the "red clause" do so as a rule 
against trust receipts, warehouse receipts, or any other docu- 
ments used generally in connection with collateral loans, so 
that the interests of all parties involved are duly protected. 
It may at times also be necessary to allow the beneficiary to 
draw clean drafts under a documentary credit. This is always 
with the understanding that the banks are protected and that 
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in due course shipping documents will be delivered in full, 
covering such advances. 

Confirmed and Unconfirmed Credits 

Credits may be established as confirmed and unconfirmed 
credits. A confirmed credit is one which cannot be canceled 
or modified without the consent of all engaging parties, whereas 
an unconfirmed credit is subject to revocation at any time 
by the issuing bank. 

Fixed and Unlimited Credit 

The capacity or face amount of the credit may be one of 
two kinds: the fixed, that is, non-revolving, and the revolving 
credit. The non-revolving credit is issued for a fixed amount 
up to which drawings may be made by the beneficiary. As 
each draft is drawn and honored, the amount of the credit 
is permanently exhausted by the face amount of the draft. 
When the amount for which the credit was opened is exhausted 
the credit ceases to exist and if the total drawings made by 
the beneficiary amount to less than the face amount of the 
credit, the unused balance expires automatically by limitation. 
The revolving credit, on the other hand, represents a con- 
tinuing obligation of the issuing bank within a definite term 
to meet drafts up to a fixed maximum at any one time. 

There are several forms of revolving credits. The most 
common form permits the beneficiary to draw drafts up to 
the face amount of the credit; each draft temporarily ex- 
hausts the credit by the extent of its (the draft's) face 
value, and the amount thus drawn becomes again available 
at maturity or upon payment. A second form enables the 
beneficiary to draw a certain amount in one draft. When that 
bill has matured and has been paid another similar sum may 
be drawn in a similar way, and so on in this manner until 
the term of the credit has expired. Still another form may 



Digitized by 



Google 



COMMERCIAL CREDITS — ^IMPORT 379 

allow the beneficiary to draw up to a certain amount in any 
one month or any one week or by any one steamer until the 
credit expires by limitation. Credits under which the benefi- 
ciary may avail himself up to a certain amount within a certain 
period, say for instance, monthly, may be cumulative or non- 
cumulative. If cumulative, undrawn portions of the amount 
authorized for previous periods are available for drawing in 
later periods ; if non-cumulative, they are not. 

Import Commercial Credit Department 

To take care of the great amount of detail work entailed 
by the import operations, the import commercial credit depart- 
ment is divided functionally into three sections: the credit- 
issuing, the documentary, and the ticket sections. The credit- 
issuing section prepares the transaction for submission to the 
officers for their approval ; it makes the arrangement with the 
applicant and the foreign correspondent; and it keeps the 
records pertaining to this phase of the work. The docu- 
mentary section receives documents from abroad as shipments 
are made under the credits, examines them closely to make 
sure that they are drawn in conformity with the credit, and 
releases them to the importers. The ticket section attends to 
collecting from the importer, settling with the foreign bank, 
and making the necessary bookkeeping entries. 

Passing Upon Credit Rating 

A request for the opening of a commercial letter of credit 
is quite similar to an application for a loan or a discount and 
it is treated in much the same manner. Under a commercial 
letter of credit the bank guarantees to honor drafts if drawn 
in accordance with the terms of the credit and it looks to the 
importer for reimbursement ; hence the credit standing of the 
applicant, or the importer, is the paramount consideration in 
passing upon an application for a commercial credit. The 
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desirability of the applicant as a credit risk is therefore sur- 
veyed from all angles. The bank also establishes the fact that 
the importation covers readily marketable merchandise. Spe- 
cifically, examination of these points is carried out as shown 
in the paragraphs just following. 

Method of Application 

The bank requests the American importer first of all to 
make his application for a commercial credit upon its own 
special form (Form 67). This application form brings out 
the salient points of the transaction and it contains such 
information as is necessary to enable the officers of the bank 
to approve the credit. The importer may submit his applica- 
tion either direct or through his local bank; in fact, banks 
throughout the country freely avail themselves of the services 
of their New York connections in financing the foreign busi- 
ness which comes to them. Instead of issuing their own 
commercial letters of credit they turn applications from their 
customers over to their New York correspondents guaranteeing 
the same. Under a ruling of the Comptroller of the Currency, 
however, a national bank is forbidden to guarantee the engage- 
ments of its clients; hence, a bank of this class makes its 
applications in its own name on a form furnished by the 
issuing bank and the importer executes a separate guarantee. 

The OfiFering Slip 

As the first step in the process of opening the credit an 
offering slip is prepared (Form 68) upon which is noted the 
total liability of the applicant tmder outstanding import credits. 
This liability appears under three headings: (i) the value of 
previous shipments held by the applicant under trust receipt, 
(2) the contingent liability, i.e., unused balances of pre-exist- 
ing credits, and (3) the amount of documents which are 
being held for various reasons. In the case of a credit issued 
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upon the application and attendant guarantee of a bank the 
issuing bank looks primarily to the guarantor. The offering 
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Ponn 67. Application for Commercial Credit (Size 8^x11.) 

slip accordingly indicates the liability of the guarantor rather 
than that of the applicant The offering slip is sent to each 
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of the Other departments of the bank which extend credit ac- 
commodations to customers. In these departments the follow- 
ing data are noted: (i) amount of liability under acceptances 
made by the export commercial credit department, (2) foreign 
bills purchased, (3) discounts, and (4) loans. After this 
information is completed the offering ticket is submitted for 
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Form 68. Commercial Credit Offering Slip. (Size 8 x 7.) 

approval both to the officers in charge of the applicant's terri- 
tory and to those officers who have charge of the territory 
of the beneficiary. The approved ticket is then returned to 
the department as an authorization to proceed with the opening 
of the credit ; afterwards the approved offering ticket is read 
at the officers' meeting and passed to the auditors ; and finally 
it is filed away in the folder of the applicant in the credit 
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department. Another copy is placed in the file of the 
guarantor. 

Arrangement with the Customer 

The second step in issuing the credit consists of drawing 
up the agreement, or obligation, as the contract between the 
bank and its customer is termed. Distinctive agreement forms 
(Form 69) are provided for foreign currency and dollar 
credits, and of these two there are different forms for credits 
opened at the request of national banks and those opened for 
others. The face of the agreement is a copy of the letter 
of credit itself and the reverse side enumerates the terms under 
which the credit is to be used. The following are some of the 
more important provisions in which the applicant concurs: 
He agrees to furnish the bank with funds at any time he is 
requested to do so, but at least one day before the maturity of 
dollar drafts drawn under the credit ; and if he wishes to pay 
al the check rate he agrees to refund at least 12 days before the 
maturity of foreign currency drafts; or one day, if he wishes 
to pay at the cable rate; or he agrees to remit an approved 
demand draft in time for it to reach the foreign correspondent 
on or before the date of maturity; he is bound to give the 
bank a lien on the goods covered by the credit and to absolve 
the bank from any loss arising from causes beyond its control ; 
and, if requested to do so, he must pay or give security before 
the bank surrenders the documents representing merchandise 
imported under the letter of credit. This agreement is sent 
to the applicant or guarantor for signature and returned to 
the bank. 

The Letter of Credit 

Full details of the credit are then communicated by the 
issuing bank to all parties concerned. This may be done by 
sending a formal letter of credit (Form 70) to all engaging 
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DOLLAR CREDIT 
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Form 69. (a) Agreement or Credit Contract Between Bank and Customer, 
(face). (SizeSJ^xii.) 
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Form 70. Commercial Letter of Credit. (Size 8J^x 11.) 
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parties or, if there is need for haste, a cable notifying the 
foreign correspondents of the issue of the credit and at the 
same time an informal advice is sent to the applicant. 

The information shown on the letter of credit will, of 
course, vary with the type of credit. As a rule the details 
of the sale are not inserted, for such specifications as price, 
quality, quantity, etc., are more directly a matter of contract 
between the vendors and the buyers cannot well be controlled 
by the letter of credit. Rather the letter of credit is designed 
to cover the financial part of the transaction and the under- 
standing is that neither the domestic nor the foreign bank is 
held responsible for any losses arising from an unauthorized 
departure from the terms of the contract. Thus the instru- 
ment contains the name of the issuing bank, number assigned 
to the letter, date and face amount of the credit, name of 
the accepting or paying bank — if drawn in a foreign currency 
— ^name of the beneficiary, name of the importer, tenor of 
drafts to be drawn, documents required, nature of transaction 
being financed, whether insurance is to be provided by the 
shipper or importer, and duration of the credit. At the end 
there appears the statement of the issuing bank that drafts 
drawn under the letter will be honored if drawn in accordance 
with the conditions of the credit and within the specific time 
limit. 

In the case of foreign currency credits the bank issues the 
credit instrument in triplicate. The original and duplicate 
are sent to the applicant who sends the original to the shipper. 
The third copy is mailed to the bank which is to act as accept- 
ing or paying agent abroad. The two banking parties generally 
will have entered into standing agreements concerning the 
general terms of the arrangements whereby the one is to accept 
or pay drafts under credits opened by the other. On the 
other hand the letter of credit instrument, or cable passing 
from the one to the other for each specific credit, serves as 
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authority for psying or accepting under a given transaction 
and transmits the necessary special instructions. 

In the case of dollar credits, the bank draws up only two 
copies, inasmuch as it acts as its own paying or accepting 
agent. Both copies of the letter of credit are sent to the 
applicant who forwards the original to the beneficiary as he 
does in connection with foreign currency credits. 

Operation of Import Credit 

The method of procedure under a credit can be explained 
most clearly by outlining the method of financing a shipment 
imder a typical import commercial letter of credit. 

A bag manufacturer located in Kansas City, Missouri, 
orders burlap from Calcutta, India. The dealer in India wishes 
to receive payment either in the currency of his own country 
or in that of some other country whose currency is readily 
converted into his own. The English pound sterling is the 
most desirable in India ; hence the exporter asks that the buyer 
open a confirmed letter of credit in his favor which will 
provide him the value of the shipment in pounds sterling. The 
importer sends an application properly signed to New York, 
say to the National City Bank of New York, and upon the 
strength of his credit standing (occasionally the bank may 
require deposit or collateral security) the bank issues a letter 
of credit authorizing the exporter to draw sterling drafts at 
90 days' sight, for example, for the amount of his shipment, 
on one of its London correspondents, the London Joint City 
and Midland Bank, Ltd., London, England. The New York 
bank advises the London bank of its action, and it forwards 
the original and duplicate of the letter of credit to the importer 
in Kansas City and a third copy to the London bank. The 
importer forwards the original of the letter to the exporter 
abroad. 

Upon receipt of advice that the credit has been issued the 
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exporter makes the shipment in conformity with the terms of 
the credit and presents to his bankers, usually for discount, 
his 90 days* sight draft on the London Joint Qty and Mid- 
land Bank, Ltd., London, England, with documents attached, 
receiving payment therefor at the bank's buying rate for 90 
days' sight draft on London. After he has received his money 
in this way the exporter is out of the transaction except for 
his contingent liability to the discounting bank as drawer of 
the draft. 

The Calcutta bank will send one set of the documents 
to the National City Bank direct, and the remaining docimients 
with the draft to its correspondent in London instructing the 
latter to present the draft to the drawee bank for acceptance, 
either for the purpose of having it rediscounted and the pro- 
ceeds credited or with instructions to hold the item until 
maturity, in which event the face amount of the draft less 
charges, if any, will be credited to the account of the Calcutta 
bank. 

The London Joint City and Midland Bank, Ltd., will refer 
to the corresponding letter of credit which it received from 
New York and, finding the documents in conformity with 
the terms of the credit, will accept the draft and advise the 
issuing bank of such acceptance by means of a letter of advice 
to which there are attached the shipping documents. The New 
York bank releases the shipping documents to the importer 
imder a trust receipt under the terms of which he agrees to 
reimburse it before maturity of the draft abroad. At ma- 
turity of tlie draft the London bank charges the account of 
the New York bank with the face amount of the draft in 
accordance with previous arrangements. 

Since the outbreak of the war the majority of the credits 
handled by an American bank' are dollar credits. Under these 
instruments the foreign exporter is authorized to draw drafts 
on the issuing bank. He accordingly draws his draft and 
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negotiates it with his local bank. The exporter's local bank 
then sends the draft to its New York correspondent and this 
correspondent, if other than the issuing bank, presents the 
item over the window of the import commercial credit depart- 
ment of the issuing bank for acceptance or payment as the 
case may require. 

Receipt and Eicamination of Documents 

The incoming items mentioned in the two preceding 
paragraphs furnish the material for the work of the docu- 
mentary and the ticket sections of the department The docu- 
mentary section attends to receiving and examining the docu- 
ments and releasing them to the importer, while the ticket 
section attends to collecting funds from the importer, settling 
with the foreign bank, and making all the necessary book- 
keeping entries. 

As indicated above, the btdk of the documents are received 
through the mail from abroad. Such items are accompanied 
by a letter of advice from the foreign bank. A considerable 
number of the items, however, are taken over the window. 
In such instances the presenter is given a receipt and requested 
to call later for the cashier's check or acceptance, in order 
that the bank may have time to make sure that everything 
is in order before it acts. The required cashier's check or 
acceptance is delivered to the customer against surrender of 
his receipt which is then filed as a record of the transaction. 

In the meantime before the bank makes a cash pa)mient 
or accepts a time dollar draft the documents are thoroughly 
examined to ascertain if the exporter has complied with the 
terms of the credit. The bank as the disbursing agent for 
the customer is required to conform with his instructions 
as embodied in the letter of credit. The documents are care- 
fully checked against the terms of the credit and should dis- 
crepancies be found they are brought to the attention of the 
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importer, who is requested to send instructions as to how 
the bank is to proceed in the matter. The customer may 
instruct the bank to honor in spite of the discrepancies, or he 
may signify his refusal to accept the shipment unless certain 
conditions are complied with, in which case the transaction 
is entered in a turn-down book and the presenter is apprised 
of such refusal. The documents may either be returned or, 
as is usually the case, the buyer may make some arrangement 
with the vendor which is acceptable to the bank and will enable 
it to continue the transactions. 

Cash Payments Under Dollar Credits 

When the bank has determined that all is in order it makes 
reimbursement to the presenter. This reimbursement may 
consist of an immediate payment of cash or credit to an 
account. In such a case tickets are prepared and payment is 
made according to the wishes of the presenter of the docu- 
ments. 

Acceptances Under Dollar Credits 

Under the majority of dollar credits, however, the bank 
accepts time drafts. These acceptances are handled in the 
following manner. A detailed description of the dollar accept- 
ance is entered in a register termed the "acceptance register," 
which serves the function of recording the acceptances made 
by the commercial credit import department. This book con- 
tains the following information: number of acceptance, date, 
amount, maturity date, drawer and his address, credit number, 
for whose account, by whom presented, and nature of the 
shipment. After a sufficient number of acceptances have 
accimiulated both the acceptances and tickler slips (see page 
394) are taken to the proper officer, who signs the acceptances 
and records his approval of the transaction by placing his 
initials on the tickler slip. The acceptances are then delivered 
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to presenters of documents against receipt in the usual way 
or, if received direct from foreign correspondents by mail, 
such acceptances are either discounted or held until maturity, 
according to instructions. 

Release of Documents 

In cases where a shipper draws a sight draft and the bank 
advances him money against the presentation of documents, 
the customer is required to make immediate payment to the 
bank and he obtains his documents without impediment. Under 
acceptance credits, however, the bank does not have to advance 
funds on arrival, but merely loans its credit by placing its 
acceptance on the draft. Under a credit of this sort by the 
usual release of the dociunents against trust receipt the im- 
porter is given the benefit of the time that the draft has to 
run to enable him to convert the merchandise into cash with 
which to reimburse the bank at the maturity of the draft. In 
all import credit transactions the release of documents against 
trust receipt to the ultimate consignee is approved by two 
officers in charge of the applicant's territory, and one officer 
in charge of the territory of the shipper. 

In releasing documents to an individual or firm whose 
application for a letter of credit does not bear the guarantee 
of a bank, the bank usually delivers these documents under 
a trust receipt by means of which the importer gives it a 
prior lien on the shipment as security for his agreement to 
provide the bank with funds at the proper time. Proper time 
means one day before maturity if the acceptance is drawn 
in dollars, and 12 days before maturity if drawn in foreign 
currency, if the customer wishes to pay at the check rate of 
exchange, or one day if he wishes to pay at the cable rate. 

Under certain conditions, while an importer may asft a 
bank to issue a credit available by long drafts, the bank may 
insist that it be reimbursed at the time of the arrival of the 
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documents or acceptances of the drafts. In this case, the bank 
would allow interest for the unexpired time of the drafts. This 
interest rate is based upon the amoimt to be anticipated, the 
number of days involved, and the discount rates fixed by the 
federal reserve bank. It also happens occasionally that long 
credits are established with the tmderstanding that the mer- 
chandise upon arrival is to be stored and insured in the name 
of the issuing bank and that this merchandise or any portion 
of it is to be released only upon payment. 

In dealing with a customer whose application for a com- 
mercial credit bears the guarantee of a bank, however, the 
bank releases documents on the strength of such a guarantee 
and it does not require a trust receipt to be executed. It never- 
theless sends its regular form of receipt to the guaranteeing 
bank which it recommends that the latter have its customer 
execute for its own protection. This form is accompanied by 
the following notice: 

We enclose herewith trust receipt such as we usually 
exact from our clients, and would suggest that you have 
your customer sign same and retain it in your files for your 
own protection. 

As far as we are concerned, a mere acknowledgment on 
your part on receipt of documents will meet our require- 
ments. 

Collection at Maturity 

Under commercial credits authorizing time drafts to be 
drawn, the bank has the absolute obligation of meeting its own 
acceptances as they fall due, or of reimbursing foreign banks 
at maturity for acceptances made in its behalf. At the same 
time it looks to importers to furnish it with funds to meet 
these obligations. In order to effect these collections promptly, 
the maturity dates of the bank's own acceptances and of the 
foreign currency drafts are brought to attention by means of 
an acceptance tickler file and a foreign currency tickler file 
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respectively. These files are composed of a large number 
of compartments, one for each day of the month, extending 
over a period of two months. Each compartment is labeled 
with a day of the month and contains tickler slips representing 
items which fall due on that day. There are two forms of 
tickler slips, one for foreign currency items and one for 
dollar acceptances. The foreign tickler slip specifies the name 
of the importer together with the amount of the draft in 
foreign currency and the amount converted into dollars, also 
the commission of the New York bank as well as that of the 
foreign bank is indicated, together with the New York and 
the foreign maturity date. The tickler slip for dollar accept- 
ances omits mention of a foreign bank and carries the accept- 
ance number stamped on the draft. 

At the proper time, as ascertained from the tickler, a 
bill covering the face of the draft plus commissions is sent 
to the customer in time for him to provide funds in payment. 
This he does by sending a remittance or by having his account 
charged. The proper amount of dollars for the bill to the 
customer is obtained in the case of foreign currency credit 
by converting the foreign bill into dollars, according as the 
customer desires to use the check or cable rate of exchange 
prevailing at the time the bill is sent out. In importing goods 
imder a foreign credit, therefore, the importer has to reckon 
with fluctuations in exchange rates, while in importing under 
dollar credits he knows the exact dollar amount that he will 
be called upon to pay to the accepting bank at maturity. 

Anticipation and Increase of Credits 

Occasionally an importer desires to anticipate payment of 
a draft accepted imder one of the bank's credits. In such an 
instance the bank may permit the customer to do so and it 
would allow him interest for the unexpired time of the draft. 
On the other hand it may be desired to increase, extend the 
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duration of, or amend a credit which has been issued. A 
request for such increase, extension, or amendment, is referred 
to the officers as an appUcation, as a new credit would be, 
and if the request is granted the importer is required to furnish 
an additional guarantee. 

Settlement with Foreign Bank 

At maturity the foreign bank pays its acceptance made 
under the letter of credit At that time it charges the amount 
of the payment plus its commission to the account of the 
American bank. The import commercial credit department 
of the American bank cares for this settlement by means of 
tickets crediting its account with the foreign bank for the 
proper amount. This credit is offset either by a debit to 
the customer's account or by a remittance received from him. 

Payment of the Bank's Acceptances 

Should the transaction involve a dollar credit the outstand- 
ing acceptance of the bank is paid in the usual way at maturity. 
If the draft has been held by a local bank, a member of the 
New York Clearing House, on a discoimt or collection basis, 
that bank presents the item for payment through the clear- 
ings. Frequently it may come for payment through the mail 
or over the window. In any event the department honors the 
maturing draft and debits "Acceptances under Commercial 
Credits — Foreign." 

Records of Credit Department 

The Liability Cards and the Credit Cards. The bulk of 
information pertaining to import credits is carried on two 
sets of cards termed the liability cards and the credit cards 
(Form 71). A liability card is kept for each importer. It 
shows the total amount and niunber of credits issued for him 
as well as payments theretmder. Since the bank in issuing 
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a letter of credit has obligated itself either to accept drafts or 
make payments under its own dollar credits, or to furnish cover 
for payments made by foreign correspondents, the balance 
unused on each credit constitutes a contingent liability of the 
bank. These cards therefore show this contingent liability, 
classified by applicants for letters of credit, and every draw- 




Form 7 1 . Customer's Credit Card. (Size 1 1 J^ x 9 Ji .) 

ing under it. While, however, an importer usually has but 
one liability card, containing a synopsis of all the letters of 
credit issued in favor of various foreign exporters, he may 
have a large number of credit cards, one for each individual 
credit opened. The liability cards are filed alphabetically by 
names of importers; the credit cards are stamped with the 
number of the letter of credit and are filed numerically. 
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Credit Issued Book. A credit issued book is kept in which 
is entered in the credit column the amount of each credit when 
issued, and in the debit column the value of all acceptances 
and payments as made. Unused balances of credits are also 
debited after sufficient time has elapsed for drafts drawn under 
a particular credit to reach the bank. The credit balance of 
each credit is the contingent liability of the bank on Commer- 
cial Letters of Credit — Import. The primary fvmction of this 
book is to serve as a summary of the liability cards for the 
purpose of readily determining the total contingent liability of 
the bank under letters of credit. For the purpose of this 
record all foreign currency items are converted into dollars 
at an arbitrary rate. 

Daily Record of Credits Opened. Certain details essential 
to the work of preparing statistics in the department are 
entered in a daily record in which the credits are listed in 
numerical order. On the first of the month reports are com- 
piled from this book showing: (i) the value of imports by 
countries and by commodities during the previous month, (2) 
the total amount and number of commercial credits issued 
during the past month, and (3) the percentage of dollar 
credits as compared with foreign currency credits. A list 
is also compiled showing the daily requirements of foreign 
exchange for the following month to furnish cover for out- 
standing commercial credit obligations. The traders receive 
a copy of this list in order that they may take this factor into 
consideration in ascertaining their position and make their 
provisions for cover when needed. 

In addition the department prepares: (i) a daily list of 
all dollar drafts accepted, (2) a daily list of the amounts 
of documents delivered against trust receipts on the previous 
day, and (3) a daily list of commercial letters of credit issued. 
This last-mentioned list is for the use of the directors of the 
bank at their regular weekly meeting. 
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Cross-Index by Beneficiaries and by Guarantors. The 
credit issuing section also keeps a cross-index by beneficiaries 
and one by guarantors to facilitate the tracing of shipments. 

Summary of the Accounting Work 

Entries showing changes in the direct liability of the bank 
are made by debit and credit tickets rather than by means of 
a departmental proof. It seems advisable to give a brief 
summary of these entries as kept in the bank on which this book 
is based in order to make clear the bookkeeping work of the 
department. 

1. The account, Acceptances of Foreign Banks under Com- 
mercial Credits, representing the actual liability of the bank 
to provide cover for outstanding acceptances of foreign banks 
made under the bank's letters of credit, is credited for each 
acceptance made by a foreign bank according to its advice. 
This accoimt is debited at maturity of the draft, or before 
if the draft is anticipated, and at the same time the account 
of the foreign bank is credited. 

2. The account. Acceptances of the National City Bank 
under Commercial Credits — Foreign, which shows the bank's 
actual liability under dollar credits, is credited for acceptances 
of the bank when made and debited when they are paid. 

3. Commercial Credit Issued — Foreign Currency is merely 
an interdepartmental account which shows the contingent 
liability of the bank to meet foreign drafts not yet issued 
but which the beneficiary can draw under the terms of out- 
standing letters of credit, and is credited for the face amount 
of each foreign currency letter of credit issued, the amount 
of dollars for the credit being obtained by conversion at an 
arbitrary rate. This account is debited as foreign banks 
accept drafts, thereby making the liability of the American 
bank actual rather than contingent. It is also debited for 
the amounts of canceled or expired credits, 
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4. Commercial Credit — United States Currency is exactly 
like the account described in the preceding paragraph except 
that it applies to dollar credits instead of to foreign currency 
credits. 

5. Customers' Liability — ^Acceptance of Foreign Banks 
under Commercial Credits accoimt, which represents the 
liability of customers of the bank to furnish cover for drafts 
accepted by foreign banks under letters of credit, is debited 
when foreign banks advise that they have accepted drafts and 
credited when customers make pa3mients. 

6. Customers' Liability — ^Acceptances of the National City 
Bank under Commercial Credits — Foreign Import, which 
represents the liability of customers to furnish cover for the 
bank's own acceptances as they mature, is debited for drafts 
which the bank accepts and credited for pa)mients which cus- 
tomers make. 

7. Commissions account, which represents the bank's 
profits under commercial credits, is credited for the gross 
commission charges and debited for adjustments. 

8. Customers' Expense Fund — Account Cables, showing 
the amounts of cable charges and other expenses incurred for 
customers, is credited for the amount of such expense incurred 
and debited when payment is made. 
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CHAPTER XV 

COMMERCIAL CREDITS— EXPORT 

Export Credit Department 

In the opening discussion of the general subject of com- 
mercial credits it was stated that the typical commercial credit 
transaction involves four parties thereto — an importer and his 
bank, termed the "issuing bank/' together with an exporter 
and his bank, termed the "paying bank." The previous chapter 
gave a description of the import, or credit-issuing, phase; the 
export, or paying, phase still remains to be disposed of. Rather 
than follow through a credit issued by the New York bank 
and observe how the cycle is completed in the dealings of 
the foreign bank with its client, it is preferable to study the 
export phase at close range in the work of the export com- 
mercial credit department, which is a complement of the work 
of the import commercial credit department. 

Just as the New York bank is called upon to establish 
import credits for American buyers desiring to purchase 
abroad, so banks located in foreign financial centers are 
requested to open credits for clients who wish to buy in this 
country. The New York bank through its export commercial 
credit department acts as paying agent under these foreign 
credits just as the banks abroad perform that function under 
credits issued by the New York bank through its import com- 
mercial credit department. 

There is a greater flow of commodities out of this country 
than into it and it is therefore to be expected that the volume 
of work handled by the export department exceeds that of 
the import department. The unequal balance of trade is also 
reflected in the types of credits predominating, for the time 
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being at least, in the work of these two departments. In the 
American import market the buyer has the upper hand ; hence 
the importer is usually able to get very liberal terms, and 
import credits largely take the long-time acceptance form. The 
American export market, however, is a seller's market and 
owing to the demand for his products abroad the exporter 
is usually able to obtain cash payments. Accordingly most 
of the credits handled by the export commercial credit depart- 
ment are straight credits. In total, however, the export com- 
mercial credit department, acting as it does in the capacity 
of paying agent for a large number of foreign banks which 
operate under widely different conditions, comes into contact 
with every conceivable form of commercial credit, while the 
import department comes into contact only with the relatively 
few forms preferred by its own bank in issuing credits. 

Before discussing the work of the export commercial credit 
department it is well to discuss some types of credits not 
found in the import phase of the work. 

It has been noted that when the bank upon the practice 
of which this work is written issues its own credits, i.e., the 
import credits, it issues either a straight or an acceptance 
credit. Under the former type the beneficiary is authorized 
to collect a sight draft drawn on the paying bank, while under 
an acceptance credit he is authorized to draw a time draft 
and have it accepted. In addition to these two types there 
are also negotiation, guarantee, and authority-to-purchase 
credits. Under a negotiation credit the negotiating bank does 
not become the drawee of the drafts; rather the beneficiary 
draws upon his purchaser and the negotiating bank is instructed 
to negotiate, or in other words to discount this draft for him. 
Negotiation credits may be issued with or without recourse to 
the beneficiary for dishonored drafts. 

There are two types of guarantee credits. Under one type 
the paying bank on the strength of the guarantee of a foreign 
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bank simply advises the exporter that his draft up to a certain 
amount will be honored abroad. It assiunes no obligation 
for payment ; the beneficiary must receive his funds from the 
issuing bank or from the importer. Under the second type 
the paying bank issues its own guarantee that the beneficiary's 
draft will be honored abroad. The term "guarantee" as used 
in this connection must not be confused with the same term 
as used in connection with the act of guaranteeing that pay- 
ments will be made under credits entered into by an out-of- 
town bank on behalf of its clients. Under an authority-to- 
purchase credit the paying bank advises the beneficiary of 
the credit that it will purchase his drafts with or without 
recourse to him at their face value. An authority-to-purchase 
credit drawn without recourse is often spoken of as a "banker's 
credit." 

Reimbursement Credit 

It has already been noted that the two banks which are 
concerned as principal parties in the transaction settle with 
each other by means of charge and credits to their accounts 
kept with each other. In some cases, however, a bank whose 
credit standing is unimpeachable may make some bank with 
which it does not maintain an account a paying agent under 
one of its credits. A credit opened under such circumstances 
is termed a "reimbursement credit," from the peculiar way 
in which the paying bank reimburses itself for its outlay. 
The paying bank makes the required advance to the accredited 
party in the funds of his country ; then it draws a draft upon 
the issuing bank for the equivalent amount in foreign cur- 
rency, which draft it forwards for collection to one of its 
correspondents located in the vicinity of the issuing bank. 

The export, or paying, phase of a commercial credit 
transaction consists mainly of four operations: 
I. Receiving of credits opened. 
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2. Informing the beneficiary of the credit. 

3. Making advances to the beneficiary as he uses the 

credit. 

4. Reimbursing the bank for these outlays. 

To perform these operations the export commercial credit 
department is divided into sections each of which cares for 
the work in connection with credits opened at the request 
of customers in a certain geographical district. These districts 
are divided in accordance with the volume of the work. In 
addition to these sections there is one to care for domestic 
credits. Each of these sections is in charge of a head clerk 
and it is composed of : ( i ) a correspondent and a cable clerk 
who take care of the credit receiving and advising functions, 
(2) a checker and several payment men who examine the 
doctunents and perform the paying functions, and (3) an 
investigator who has miscellaneous duties. A check-issuing, 
a bookkeeping, and a filing section are auxiliary to the above- 
mentioned five divisions. 

Advices of Credits Opened 

Arrangements covering the general terms under which 
commercial credits are to be opened are embodied in standing 
agreements between the bank and each of its foreign cor- 
respondents and branches. However, just as under import 
credits the New York bank advises its foreign correspondent 
of the details of a particular credit by sending a letter of 
credit instrument, so do foreign correspondents send advices 
to the New York bank giving details of each credit they wish 
to open. These advices may take the form of a letter of 
credit similar to that sent abroad by the import commercial 
credit department, or it may consist of a less formal letter 
of advice or a cable message. Some foreign branches of the 
bank send a duplicate copy of the customer's application which 
serves the purpose of an advice admirably. Details of stand- 
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ing agreements are kept on file and these files are revised from 
time to time as new instructions come in. 

When the department receives an advice by letter it de- 
terminates that the details conform to the general instructions 
in effect between the bank and the foreign correspondent or 
branch. Then the department proceeds to gather the informa- 
tion necessary to authorize the transaction. The signature 
appearing on the letter needs to be verified inasmuch as the 
instrument is in effect a draft payable in instalments. This 
verification is made by the signature control department. For 
the information of the officer who will pass on the transaction, 
an investigation is also made to ascertain the size of the 
balance kept by the foreign bank or firm opening the credit. 
^ In the case of a confirmed credit the total contingent liability 
of the foreign bank or firm under letters of credit which have 
already been established, is also recorded on the instrument. 
The letter of credit is then sent to the officer in charge of 
the applicant's territory for approval. 

Advising Beneficiary of Credit 

At this time letters of advice and a credit card detailing 
all the essential features of the credit are prepared. The letter 
is written in quintuplicate. The original copy is mailed to 
the customer, as has just been indicated. The second and 
third copies constitute material for filing the details of the 
transaction, while the fourth copy is for use of the officers 
at their daily meeting. The fifth copy of the letter is made 
upon a large card termed the credit or beneficiary's card 
(Form 72). This card is similar both in function and appear- 
ance to the beneficiary's card used with an import commercial 
credit. On each card is stamped the number of the credit. 
As the credit cards are completed they are filed alphabetically 
by names of beneficiaries. The function of the credit card 
is to show the details of each letter of credit from the time 
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it is opened until it is finally used up or canceled. Accordingly 
in addition to being an exact copy of the credit as it is advised 
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Form 73. (a) Benefidary's Card of Credit Advice (face). (Size 8^ x lo)^.) 

to the beneficiary, the credit card provides detailed records 
of each shipment and pa3mient made under the credit, together 
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with any changes which may be effected in the terms of the 
credit by the foreign bank. After having advised the bene- 
ficiary, the bank also sends a card to its foreign correspondent 
informing it that the credit has been opened pursuant to its 
instructions. 

When a credit is opened by cable it is handled in much 
the same manner as a letter credit. A test word takes the 
place of a signature as a means of authentication, the cable 
is sent to the bookkeepers for the balance, and to an officer 
for approval, and the contents of the cable are typed upon the 
credit card. In the case of a cable credit the beneficiary is 
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Form 72. (b) Beneficiary's Card of Credit Advice (reverse) 

usually advised of the credit by telegram and a confirmation 
of this telegram goes forward by mail. It is also customary 
for foreign banks to confirm by letter their cables opening 
credits. Record of the cables is therefore kept and compared 
with the letters when the latter are received. Such confirma- 
tion is noted on the beneficiary's card. The letter takes prec- 
edence over the cable in authority; hence should it lend an 
interpretation to the transaction different from that of the 
cable, the credit card is changed to conform with the letter 
and the beneficiary is advised of the change. After a credit 
has been opened, the foreign customer very often alters it 
by making such changes as extending the time limit, increasing 
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the amount, or amending the terms. All changes of this 
nature are noted upon the credit cards and the beneficiaries 
are advised of them. 

Negotiation of Drafts Drawn under Credits 

In the course of time the American exporter prepares his 
shipment and presents the documents stipulated in the credit 
to the bank, together with his draft covering the proper 
amount. These dociunents come through the mail, over the 
counter or from a domestic department such as the city col- 
lection department or check desk. The bank, of course, can- 
not honor these drafts until it has made sure that everything 
is in order. Accordingly payment is not made immediately. 
A receipt is given to the presenter of the documents requesting 
him to call later for his payment or accepted draft. A carbon 
copy of this receipt constitutes a payment slip which is to 
accompany the document through the process of examination 
and approval. A third copy of the receipt remains in the 
bound book which contains the blank receipts and these various 
third copies constitute a register showing the documents 
delivered. 

The documents are next delivered to the filing section where 
the corresponding credit card is extracted; the set of docu- 
ments with the credit card and payment slip attached is then 
examined by one of the payment clerks assigned to the section 
handling the work of the territory of the foreign importer. 

Examination of Documents 

The point has already been stressed that the chief function 
of the export commercial credit department is that of acting 
as pa3dng agent for the foreign bank and indirectly for the 
foreign importer. In that capacity it is incumbent upon the 
bank to hold the presenter of the documents rigidly to the 
terms of the credit before parting with any of its client's 
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money. The work of the department, then, is largely that 
of examining and re-examining the docimients to make sure 
that they conform in every respect with the instructions of 
the foreign buyer. The exporter may not be a regular cus- 
tomer of the bank and little may be known about his credit 
standing. If, then, the bank should accept and pay for docu- 
ments which diverge in a minor respect from the stipulations 
in the credit, the foreign buyer might find it advantageous 
to shield himself behind this technicality, as in the case of 
a falling market or tmfavorable exchange rates, and refuse 
to take the goods. Inasmuch as the seller is out of the 
transaction and it may be impossible to recover from him 
the bank may have to take a considerable loss in disposing 
of the shipment. Therefore all possible precautions are taken 
to protect the foreign client and safeguard the bank. 

Accordingly the credit card is examined thoroughly by 
the pa3mient clerk in order that he may become familiar with 
its terms and ascertain that it has not been exhausted or 
canceled and that the expiration date has not been passed. The 
documents are then checked against the instructions appearing 
on the card as to the specifications of the shipment — the price, 
quantity, and nature of the merchandise. The insurance 
certificates are carefully examined to make sure that they 
amply cover the risk, that they accurately describe the mer- 
chandise, and that they are negotiable in form. Brokers' cover 
notes presented in lieu of insurance certificates are not accepted 
unless they are approved by the department head, for they 
do not give the particulars of the insurance which they repre- 
sent nor do they represent the obligation of an insuring com- 
pany. The bank also requires that the bills of lading be 
negotiable in form if the terms of the credit do not specifically 
call for non-negotiable bills of lading; that all copies be in 
its possession; and that they bear no qualifying marks such 
as 'T)ags torn," "contents shifting," or any other qualifications 
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which may impair the strength of the bill of lading. The 
name of the steamer and its route and destination must also 
be indicated. 

Any irregularities are carefully considered and if they are 
important payment is refused and documents are returned 
tc the beneficiary together with a notice giving reason for 
return. If the documents are returned to the beneficiary the 
fact that they have been presented and pa)mient refused is 
indicated on the credit card to prevent the same documents 
being passed by the department subsequently without the proper 
changes having been made. 

Transmission of Documents Abroad 

If on the other hand it is established from the examination 
that the draft and the dociunents are drawn in conformity 
with the terms of the credit, a compended entry of the transac- 
tion is made on the credit card and the payment is deducted 
in order to show the amount still outstanding on the credit, 
if any. During the process of preparing the letter of trans- 
mittal a bookkeeping ticket debiting the foreign correspondent 
for the amount of the draft is prepared. After the work has 
been rechecked the documents together with the letter of trans- 
mittal are forwarded to the foreign correspondent, the originals 
by the first steamer, and the duplicates by a later one. 

Warehousing of Merchandise 

In some cases goods may be destined to a port to which 
sailings from New York City are infrequent and the goods 
may arrive in New York City some time before shipping 
accommodations can be found. The foreign applicant for the 
letter of credit will likely have stipulated that in a case of 
this sort the bank is to make advances to the exporter upon 
railroad bills of lading or upon warehouse receipts pending 
the arrangement of shipping accommodations. When a ware- 
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house receipt is presented it is approved by an officer, who 
gives it the same consideration that he would give to a similar 
receipt' offered as collateral to secure a loan. During storage 
the shipper is required to furnish warehouse insurance in favor 
of the bank. The bank often negotiates this insurance as 
a service to shippers, taking out blanket policies covering all 
such goods stored and charging each for his portion of the 
premium covering his particular lot of goods. The bank also 
communicates with the warehouseman advising him of its 
interest in the merchandise and requesting that he make no 
delivery except upon its order. It also inquires as to the 
condition of the merchandise stored and requests the bailee 
to render bills for storage to it direct. These bills are then 
paid by the bank and charged to account. 

It IS necessary that warehouse receipts be surrendered to 
the shipper or his broker in order that the goods may be placed 
aboard ship and ocean bills of lading obtained. Pending an 
exchange of this sort the bank is protected by a trust receipt 
executed by the one who is to make the exchange. When 
the proper shipping documents are received the trust receipt 
is canceled and the documents forwarded to the foreign cor- 
respondent in the usual way. 

Payment by Cashier's Check 

After the transaction has been found to be in order settle- 
ment is made with the customer. This settlement is effected 
by payment either iji the form of (i) a cashier's check or 
credit to his account, or (2) by accepting a draft in his favor, 
according as the credit is a straight or an acceptance credit. 

When the bank makes a payment to the beneficiary by 
means of a cashier's check, it immediately reimburses itself 
for the payment and collects its commission usually by charg- 
ing the amount to the foreign correspondent's account in the 
"due to banks" section. The offsetting entry is a credit ticket 
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crediting either Cashier's Checks or the customer's account, 
according to the method used in settling with the beneficiary, 
together with a ticket crediting the Commission account for 
the bank's commission. Under a reimbursement credit, how- 
ever, the account of the foreign correspondent is not charged; 
instead the method of reimbursement agreed upon is used. 
Usually this reimbursement is made by drawing upon the 
foreign bank opening the credit. 

A representative of the auditing department checks the 
accuracy of these tickets and they are then passed either to 
the bookkeepers or to the check clerk of the department, 
depending upon whether the beneficiary's account is to be 
credited or he is to receive a cashier's check. The payment slip, 
bookkeeping tickets, and cashier's check then receive the 
signature of the head of the department and of a per procura- 
tion signer and the check is passed out to the presenter of 
the documents against the receipt which was given to him 
by the window clerk earlier in the day. Checks remaining 
uncalled for at the end of the day are mailed to the beneficiary. 
On the other hand, if the beneficiary's account has been credited 
for the amount of his shipment the bank sends him an advice 
of credit on the usual form. 

When the bank makes payment by check it assures itself 
of reimbursement by having the foreign bookkeepers place 
a "hold" against the proper correspondent's account Accord- 
ingly the payment slip is despatched to the bookkeeper for 
approval before the check is issued. If the payment will cause 
an overdraft, that fact is noted upon the payment slip before 
it is returned to the department. The usual search among 
the various departments of the bank for uncredited funds 
tQ the account of the foreign correspondent is thereupon in- 
stituted, after which the transaction is reported to an officer 
who may asstune responsibility for approving it in spite of 
the overdraft. 
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Payment by Acceptances 

For the sake of clearness, the discussion thus far has been 
confined to straight credits, that is, those against which straight 
payments are made or immediate credit is given to the ex- 
porter. This type of credit is by far the most prevalent in 
the commercial credit export department for reasons already 
stated. There are a considerable number of acceptance credits, 
however, that is, those against which time drafts are drawn 
to be accepted by the New York bank. This acceptance con- 
stitutes in fact an immediate reimbursement to the exporter 
if he desires it, for he is able to discount the draft at a 
favorable rate in the New York discount market or sell it 
to the accepting bank. When called upon to accept a draft 
drawn under a letter of credit, the bank on the practice of 
which this book is based accepts it, crediting Acceptances of 
the National City Bank — Foreign, and debiting Customers' 
Liability under Acceptances of the National City Bank, for 
the amount of the acceptance — as explained in Chapter XIV, 
page 398. Acceptances of this department are entered 
in an acceptance register and maturities are watched 
by means of a tickler similar to that used in the 
work of the import commercial credit department. The bank 
does not reimburse itself from the foreign correspondent, 
of course, until the acceptance matures, and the liability of 
the foreign bank to reimburse this bank for outstanding accept- 
ances as they mature is represented by this customers' liability 
account. The bank makes it a practice to send bills for com- 
mission when the draft is accepted, but in some instances it is 
arranged that the commission is not to be paid until maturity ; 
hence, the Commission account is credited at the time of ac- 
ceptance and a special account receivable of the customer is 
charged for the amount of. the bill sent him. At the time of 
the payment this special account of the customer is credited 
and the commission end of the transaction is closed. 
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Domestic Letters of Credit 

The export commercial credit department also issues 
domestic letters of credit to finance domestic shipments in 
much the same manner that the import commercial credit 
department issues foreign letters of credit to finance imports 
from abroad. The foreign letter of credit is characterized by 
use of ocean bills of lading; the domestic credit by railroad 
bills of lading, warehouse receipts, or delivery orders. In 
operation they work out in the same manner and it will there- 
fore be unnecessary to describe the domestic credits in detail. 

The domestic credit is generally used to finance shipments 
from the interior of the country to the seaboard where rail- 
road bills of lading are to be exchanged for ocean documents, 
and the shipment is sent abroad usually under a foreign letter 
of credit, or vice versa for imports coming into the country 
under import credits for shipment to the interior. An ex- 
porter located in New York City, for instance, may establish 
a domestic credit in favor of a manufacturer in Chicago. 
The latter loads his products aboard railroad cars and receives 
railroad ladings which he presents to the Chicago bank in 
conformity with the terms of the credit and is then out of 
the transaction. The Chicago bank forwards the docunients 
to the New York bank which then, in return for a trust receipt, 
hands the railroad bills of lading to the exporter who has 
established the credit. When the consignment of goods arrives 
in New York the exporter delivers up his railroad bills of 
lading, takes possession of the goods, and forwards them to 
an ocean steamer, receiving ocean ladings in return. The 
exporter may be the beneficiary of a credit opened by a London 
importer, for example, and under this arrangement he presents 
the documents to the export commercial credit department and 
applies the proceeds to his domestic credit, which leaves him his 
profits without employing any of his own money in the 
transaction. 
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Examples of Domestic Credits 

Typical examples of the operation of domestic credits occur 
in connection with financing exports of certain steel products and 
imports of sugar. A New York broker may have an order from a 
customer located abroad calling for shipment of certain steel 
products which must be constructed according to specifications 
furnished by the buyer. To finance a purchase of this sort 
the buyer will quite likely provide the seller with an irrevocable 
credit good for, say, 12 months. On the strength of this 
letter of credit in his favor the broker induces his bank to 
open a domestic credit in favor of the manufacturer with 
whom he places the order for the steel goods, for a period 
of 9 months. Under this domestic credit the manufacturer 
receives payment for the steel from the bank as he delivers 
it in New York. The broker, who is liable under the domestic 
credit for reimbursement to the bank, makes the reimburse- 
ment as he places the steel aboard ship and realizes under his 
foreign export credit 

The use of a domestic credit in connection with the im- 
portation of sugar is the reverse of the steel transaction just 
outlined. Let it be supposed that on June i, an American 
importer contracts to sell a local wholesaler a certain quantity 
of sugar for September delivery. The financing of the transac- 
tion may be done by means of a domestic commercial credit 
authorizing the seller to receive pa)rment from the bank in 
New York as he delivers the sugar to a railway company 
for shipment to the purchaser. The importer then arranges 
for the purchase of the sugar abroad. This transaction is 
financed by means of a foreign import commercial credit 
authorizing the seller abroad to receive payment as he for- 
wards the sugar. As shipment is made the outlays which the 
importer must make under the foreign import credit are met 
by the benefits which are accruing to him under his domestic 
credit 
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Advances on Export Bills 

Frequently a mercantile house, which does most of its 
foreign business on a collection basis, finds itself in need of 
funds and desires to raise mon^y on these outstanding ship- 
ments. 

In such a case the bank makes an advance or a loan 
upon the security of any collections which may be pending. 
The export commercial credit department handles this type 
of transaction by obtaining from the foreign collection export 
department sufficient of the applicant's collection items to cover 
the prospective advance, with a suitable margin. The tickets 
in the collection department's files covering the items pledged 
are stamped with a record of the fact that an advance has 
been made against them, so that the proceeds when received 
will not be paid to the exporter but retained instead to satisfy 
the bank's claim. 

The advance is made to the borrower either in the form 
of a cash payment or an acceptance. Advances made in this 
way are debited to an account termed "Advances on Export 
Bills," at the time when payment is made and Cashier's Checks, 
the deposit account of the applicant, or the Acceptances account 
is credited according to the method of payment used. Com- 
plete entries of the transaction are also made in the following 
records : an advance book, the function of which is to record 
advances outstanding; a customers' liability book, the func- 
tion of which is to show the liability of customers under this 
form of borrowing; a detailed balance book, which gives on 
one page a summary of all the advances to a particular cus- 
tomer and of the balance due from him upon these advances ; 
and a regular credit card upon which all the details concerning 
each advance are given. 

When customers pay these loans, entries reducing the 
advance account and accounting for the bank's interest and 
commission are made. 
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Department Records 

The beneficiaries', or credit, cards constitute, of course, 
the main record of the operations of the export commercial 
credit department, as has already been brought out in the 
course of the discussion. In addition the department keeps 
a number of auxiliary records which have been casually 
referred to. 

Contingent Liability Ledger 

The contingent liability ledger is the most important of 
these auxiliary books and it has the function of recording 
all the credits issued by foreign banks and individuals and 
all pa)mients made thereunder, so that the difference constitutes 
the contingent liability of the New York bank under export 
commercial credits. All the credits issued by a particular 
bank or individual are grouped together under one account 
occupying possibly several pages. These accounts are further 
grouped together by cities and the cities by countries, so that, 
for example, all the credits opened by Danish banking or 
non-banking concerns would be found in one section of the 
book, the Copenhagen banks occupying a part of that section 
and the account of a particular bank located in that city occupy- 
ing a certain number of pages within that subdivision. This 
book consequently contains in a readily available form all 
information concerning the activities of any foreign bank, city, 
or country, in the opening of commercial credits with the 
New York bank. In fact, a weekly report of the volume 
of credits issued and payments made, classified as above, is 
prepared from this book for the use of the foreign book- 
keepers and officers of the bank. All credit cards are sent 
to the bookkeepers who have charge of this ledger at the time 
the credit is opened and they enter the amount in the debit 
column of the proper account, indicating on the credit card 
that such entry has been made. Payments reducing the con- 
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tingent liability are posted from the payment slips to the 
credit of the account after payment has been made and before 
these slips are filed away. All canceled credits are closed out 
of this record so that the balance constitutes the net liability 
of the bank under export letters of credit 

Expiry Tickler 

An expiry tickler brings those credits which expire each 
day up for attention, so that they may be closed from the 
books, or the advice as to their disposition may be obtained 
from the proper parties. 

The cable clerk of each section keeps a memorandum book 
of all charges which arise out of cables, and from this book 
he prepares the cable bills which he follows up until they 
are paid. A correspondence folder for each credit opened 
is also kept on file. The folder is stamped with the number 
of the credit, is filed numerically, and contains all correspon- 
dence and other data pertaining to a particular credit. This 
folder is especially for the use of the correspondents in answer- 
ing inquiries and adjusting irregularities arising out of transac- 
tions under letters of credit. 

Summary of Book Entries 

No daily proof is prepared by the export commercial credit 
department, the changes effected in the accounts are entered 
rather by means of debit and credit tickets. A description 
of the most important of these entries as made in the bank on 
the practice of which this book is based will serve as a stunmary 
of the work. 

1. The Cashier's Check account is credited whenever a 
check is issued as payment imder a commercial credit. 

2. The Commission account is credited for all commission 
charges collected from customers and debited for any allow- 
ances made to guarantors. 
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3. The Due to Banks — Foreign accounts, representing the 
deposit accounts of letters of credit issued, are debited when- 
ever pa)rments are made under letters of credit issued by those 
banks. 

4. Customers' Liability ; Acceptances of the National City 
Bank imder Commercial Credits — Foreign represents the con- 
tingent liability which customers incur when the New York 
bank accepts drafts drawn under their letters of credit and 
therefore is debited at the time of such acceptance. The bank 
pays the acceptances at their maturity and at the same time 
it credits this contingent liability account and debits the cus- 
tomer direct. A similar account labeled "Domestic" instead 
of "Foreign" has a like function in connection with domestic 
letters of credit. 

5. Acceptances of the National City Bank under Com- 
mercial Credits — Foreign represents the direct liability which 
the bank incurs when it accepts drafts drawn under its foreign 
letters of credit. This account therefore is credited at the 
time of acceptance and debited when the item is paid at ma- 
turity. A similar account is kept for domestic letters of 
credit. 

6. Advanced to Customers on Export Bills represents the 
loans which the bank has made against the security of bills 
of exchange entered with the foreign collections export depart- 
ment for collection. This account is debited at the time of 
such loan and credited when the loan is liquidated. 

7. Advanced to Customers on Foreign Shipments, and 
Advanced to Customers on Domestic Shipments, are accounts 
which serve a function similar to the Advances to Customers 
on Export Bills account except that shipping documents serve 
as security in place of export bills. 

8. Interest account is credited for all charges for interest 
made on advances, whether against export bills, foreign ship- 
ments, or domestic shipments. 
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CHAPTER XVI 

LETTERS OF CREDIT AND TRAVELERS' CHECKS 

Letters of Credit 

A travelers' letter of credit (Form 73) may be defined 
as an instrument issued by a bank authorizing certain of its 
correspondents to advance funds on or before a stipulated 
date up to a specified amotmt on the demand of a designated 
beneficiary. The method by which the beneficiary obtains 
funds under a letter of credit is generally by drawing a draft 
on the issuing bank or upon one of its correspondents desig- 
nated in the instrument and negotiating this draft with some 
bank located wherever the beneficiary happens to be at the 
time the funds are needed. The travelers' letter of credit is 
therefore in effect an authorization to draw drafts in instal- 
ments against the issuing bank or its designated correspondent. 
This form of credit is used principally by travelers to carry 
funds which may be needed for their journey; hence the terms 
^'travelers' letter of credit" and "circular letter of credit" are 
used to distinguish them from a commercial letter of credit, 
or a commercial credit, used for the purpose of importing and 
exporting merchandise. 

Travelers' Checks 

Another convenient form in which travelers may carry 
funds is by means of a travelers' check. A travelers' check 
(Form 74) is a special form of check adapted to the use of 
travelers. It is usually issued in denominations of $10, $20, 
$50, and $100, and made payable by the issuing bank or 
through certain of its correspondents. This form of check 
is signed by the owner at the time of issuance and it is validated 
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Form 73. (a) Travelers' Letter of Credit (face). (Size 8H x ll.) 
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by the owner's signing it a second time in the presence of the 
one who is to cash it. The travelers'check differs from the 
letter of credit mainly in that it is payable as a whole, while 
the letter of credit is payable in instalments according to the 
wishes of the beneficiary. A travelers' check may be regarded 
as a form of bank note which is useless until it is counter- 
signed by the owner. 

Dollar and Foreign Currency Credits ' 

Travelers' letters of credit may be classified according to 
the currency in which they are issued as dollar credits and 







Form 73. (b) Travelers* Letter of Credit (reverse) ' 

foreign currency credits. A dollar credit authorizes the holder 
to negotiate drafts drawn in the currency of the United States 
while a foreign currency credit authorizes drafts to be drawn 
in the currency of some foreign country. Formerly pounds 
sterling credits were used almost exclusively by Americans 
traveling abroad, due to the fact that drafts drawn in that 
currency commanded the best rate. In recent years, however, 
dollar credits have assumed the ascendancy so far as the 
American traveler is concerned. 

Travelers' checks at the time of writing are issued only 
in American currency. These are in normal times convertible 
into foreign currencies at fixed rates of exchange, but in time 
of violent fluctuations in the exchanges they are made con- 
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vertible at the prevailing Duying rate for bankers' sight drafts 
on New York in the place and at the time of cashing the check. 

Paid and Guaranteed Letters of Credit 

Letters of credit may also be classified according to the 
way in which the issuing bank has been paid for them. On this 
basis a letter of credit may either be a paid credit, a guaranteed 
credit, or one issued against the deposit of collateral security. 

A paid credit is issued for cash or its equivalent. The 
cost of such a credit is the face amount of the dollar instru- 
ment or, in the case of a foreign currency credit, the dollar 
equivalent of the foreign currency amount converted at the 
current rate of exchange. To this face amount is added a 
commission charge of one-half of i per cent. 

Under a guaranteed letter of credit the applicant pays the 
issuing bank only as the latter actually makes outlays to meet 
drafts drawn under the credit. Such a credit is issued upon 
the written guarantee of an individual, firm, corporation, or 
bank that drafts drawn under the credit will be paid as they 
are presented. The charges for a credit of this kind are the 
face amount of the individual drafts, plus commission at the 
usual rate of one-half of i per cent. In issuing foreign cur- 
rency credits which authorize drafts to be drawn on foreign 
banks, the bank adds an interest charge of, say, 6 per cent 
for the number of days required for the draft to reach New 
York from the bank on which it was drawn. This charge is 
made to reimburse the issuing bank for loss of interest. The 
account of the issuing bank is charged by the foreign cor- 
respondent at the time of paying the draft. The issuing bank 
reimburses itself, however, by collecting from the guarantor 
after the draft has reached New York. The interest charge 
therefore is for the purpose of paying for the use of the funds 
between the time the New York bank makes the advance 
abroad for the applicant and when it is reimbursed in New 
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York. The time involved is, of course, the mail time from 
the place of business of the drawee bank to New York City. 

Letter Issued Against Collateral 

Occasionally a letter of credit is issued on the basis of a 
deposit of collateral with the issuing bank. Under these 
terms it is handled in much the same manner as a guaranteed 
credit, the reimbursement to the bank being made in a similar 
manner and the commission and interest charges being the 
same. The client furnishes collateral in the form of stocks, 
bonds, etc., against which a loan to reimburse the bank may 
be made in case of necessity. The bank may also find it 
advisable at times to segregate a portion of the balance of a 
customer to cover a guaranteed letter of credit. 

Travelers Checks Issued for Cash 

A letter of credit may be paid for by the applicant either 
in advance or in instalments as the beneficiary avails himself 
of the right to draw drafts. Travelers' checks, on the other 
hand, are always issued for cash for the reason that the 
Comptroller of the Currency does not sanction the inflation of 
the national currency which would result wefe travelers' checks 
issued on a credit basis. 

Classification of Credits 

Travelers' letters of credit may be classified according to 
the arrangement in effect between the issuing bank and the 
paying bank or banks. On this basis a credit may either be 
a specially advised, a circular, or a clean credit. 

Specially Advised Letter of Credit. A specially advised 
letter of credit is one addressed to only one bank. Under this 
form of credit the beneficiary is able to secure funds from 
this specially advised bank only. While this form of credit 
may be availed of at only one bank, it has the advantage 
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that it may be canceled readily and that payment may be 
stopped quickly in case the instrument is lost. A credit of 
this class therefore is used generally by a person who is going 
to remain in one place abroad. 

Circular Letter of Credit, A circular letter of credit, so 
far as the banks are concerned, has three parties or groups 
of parties: the issuing bank, the drawee bank, and the listed 
correspondents. Under this form of credit the beneficiary is 
given the option of drawing drafts upon any of the drawee 
banks mentioned in the letter, and these generally include one 
or more of the large correspondents of the issuing bank in 
one of the three leading foreign centers, viz., London, Paris, 
or Berlin. Under a dollar circtdar credit, however, issued by 
a New York bank the drafts are to be drawn upon the issuing 
bank itself. 

The list of correspondents named in connection with a 
letter of credit consists of those banks which are asked to 
honor drafts drawn under the letter of credit ; in other words, 
they are the agents which will cash whatever drawings the 
traveler may find it convenient to make, up to the capacity 
of the letter, of course. The names of these correspondents 
are recorded in a booklet, called the "List of Correspondents," 
which accompanies the letter of credit. During the season 
of heavy travel abroad, especially in Europe, the bank issues 
letters of credit addressed to all of its foreign correspondents 
numbering several thousand. A travelers' credit of this sort 
is termed a universal letter of credit. At other times, how- 
ever, the bank obtains a list of the countries which the traveler 
expects to visit and it includes in the list of correspondents 
only those foreign banks upon which the traveler may have 
occasion to call for funds. 

Clean Credits. A clean credit does not require the use of 
a letter of credit instrument. This kind of credit is opened 
usually by cable or letter with only one correspondent, and 
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It requests the correspondent to honor sight drafts drawn 
by the beneficiary up to the amount of the credit. This form 
of credit is also very similar to a deposit account opened in 
a foreign bank by the American bank for the beneficiary. 
There is this difference, however, that in the case of a deposit 
the foreign bank has the use of the undrawn balance, while 
under the clean credit either the American bank or the appli- 
cant has the use of the money. In practice the clean credit 
appears in a variety of forms: It may be payable in instalments 
at the convenience of the beneficiary, or the payments may be 
restricted to a specified amount periodically. These periodical 
payments may be cumulative or non-cumulative. 

With respect to the relations existing between the issuing 
bank and the paying banks, the travelers' check is very similar 
to a dollar circular credit in that it is drawn on the issuing 
bank and negotiable with all of its correspondents. No special 
list of correspondents accompanies the trevelers' check since 
its very form is such as to insure its wide acceptability. 

Letter of Credit Department 

The work of the letter of credit department is divided into 
two sections: the one having to do with letters of credit; the 
other with travelers' checks. The first section is further 
divided into two parts: (i) that which performs the necessary 
functions in connection with the bank's own letters of credit, 
and (2) that which makes payments under letters of credit 
issued by banks. Owing to the fact, however, that the process 
of issuing travelers' checks closely parallels that of issuing 
letters of credit, these two phases of the work will be treated 
together and the function of making payments under foreign 
credits will be dealt with subsequently. The operations per- 
formed in connection with the bank's travelers' checks and 
letters of credit consist of: 

I. Issuing the checks and letters of credit. 
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2. Honoring them as they are presented to the bank for 

payment. 

3. Under guaranteed credits, reimbursing the bank for 

the advances which it is required to make. 

Application for Letter of Credit 

A client desiring to open a letter of credit is requested 
to fill out an application blank (Form 75) furnished by the 
bank. This application form states the name of the beneficiary, 
the amount of the credit, the expiry date, countries or cities 
in which the credit is to be used, and directions as to whom 
and how the applicant desires the letter to be sent The 
applicant also agrees that in case the letter of credit is lost 
immediate notice to that effect will be given by telegram. 
The applicant agrees further that he will immediately reim- 
burse the bank for all expenses incurred in connection there- 
with and for all payments made under the letter of credit 
before actual notice of loss is received by the agent making 
such payments. The application also states the method which 
the applicant wishes to use in paying the bank and it is signed 
by him. Along with the application three specimens of the 
beneficiary's signature are required. One of these is to be 
kept by the issuing bank and the other copies are to be sent 
to the foreign drawee banks in case the credit is to be issued 
in foreign currency. 

Excepting in the case of applications for cash letters of 
credit over the counter, the application is sent to the signature 
department for verification of signature. Most frequently the 
applicant desires a guaranteed letter of credit. Under such 
circumstances the credit rating of the applicant enters into the 
transaction and a sort of offering ticket, styled an authoriza- 
tion slip, is submitted to the officers of the bank who are in 
charge of the applicant's territory. This authorization slip 
is passed upon in the usual way and returned to the letter 
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of credit department as authority for issuing the letter. Should 
the applicant pay cash for the letter of credit the same style 
of authorization slip is prepared for the purpose of obtaining 
a record, but since the credit rating of the applicant does not 
enter into the transaction it is unnecessary to have the approval 
of the officers. 

Issuance of Letter of Credit 

After the application has been approved the letter of credit 
instrument is drawn up. This process consists merely in filling 
in upon a numbered form letter such data as the amount of 
the credit, the date of issue of the letter, the expiry date, 
which is usually one year from the date of issue, and the name 
of the beneficiary. This form letter is printed on erasure- 
proof paper. As an added protection against alteration of the 
letter, all written matter is underlined so that any attempt to 
make alterations would be discovered. The signatures of two 
officers of the bank are required to make the instnmient valid. 

List of Correspondents 

Accompanying tlie letter of credit is the list previously re- 
ferred to containing the names of the paying agent banks 
in every city of importance throughout the world. The drafts 
are not to be drawn against the paying agents; these banks 
have only agreed to make payments or honor drafts drawn 
in accordance with the terms of the letter of credit and to 
reimburse themselves as directed on its face. In order that 
the correspondents may determine the genuineness of letters 
of credit presented to them, the issuing bank lodges with them 
samples of its letters of credit together with specimen signa- 
tures of those authorized to sign them for the bank. 

The list of correspondents contains complete instructions 
for guidance of the owner in using the letter of credit. In 
addition it contains a specimen of the holder's signature which 
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constitutes his means of identification. By means of the signa- 
tures of the officers of the bank appearing on the instrument 
itself, and the signature of the holder, the paying agent is 
enabled to assure itself that all is in order before it makes 
pa)rment. There is a form of letter of credit used by some 
banks and bankers on which the signature of the beneficiary 
appears on the instrument itself. By making the list of cor- 
respondents containing the owner's signature a separate instru- 
ment, however, and by instructing the beneficiary to carry the 
list separate from the letter of credit, both of which must 
necessarily be presented at the window of the paying agent 
when drawings are made against the letter of credit, the 
chances of funds falling into the hands of unauthorized per- 
sons are reduced to a minimum. If the beneficiary loses either 
the booklet containing the list of correspondents or the letter 
of credit itself it is worthless to the finder. 

Guaranteed Credit 

The applicant for a guaranteed credit is required to sign 
a guarantee in which he engages to reimburse the bank for 
all drafts drawn upon it under the letter of credit, including 
the usual commission charge of 3^ per cent on the face amount 
of the drafts, and an interest charge of 6 per cent for the 
mail time between the city of the drawee bank and that of 
the issuing bank in the case of foreign currency drafts. The 
guarantee of reimbursement is worded as follows : 

In consideration of the issuance by The National City 
Bank of New York, at our request, of its Letter of Credit 
No , in favor of 

for 

receipt of which is hereby acknowledged, the undersigned 
agrees to pay on demand after date to The National City 
Bank of New York, the amount of all drafts or other 
evidences of disbursements of funds under the above described 
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Letter of Credit if drawn in Dollars, or the Dollar Equivalent 
at the rate fixed by The National City Bank of New York, 
if drawn in Foreign Currencies, and commission charges 

of per cent, and interest for 

days at the rate of per cent per annum. All 

amounts so paid by the undersigned shall constitute part 
payment of this obligation. 

In the case of a paid letter of credit the guarantee is of 
course dispensed with. The bank receives cash and it credits 
the amount to an account termed Paid Letters of Credit. This 
is a liability account the balance of which represents the bank's 
obligation to meet drafts drawn against funds which it has 
received. It therefore has the same status as a demand deposit 
account, and on the condensed statement of the bank this and 
other similar items are combined with actual amounts due de- 
positors on account to form the demand deposits. 

Issuance of Travelers' Checks 

The issuance of travelers' checks to clients who call for 
them at the bank is always a cash transaction; hence the 
purchaser is merely requested to fill out a signed order specify- 
ing the amounts and denominations of checks desired. The 
owner is requested to place his signature in the upper left- 
hand corner of each check immediately as a protection in 
case the checks are lost. At the time of cashing the checks 
he is required to sign a second time in the lower left-hand 
comer; the similarity in the two signatures constitutes his 
identification. The cash obtained by the bank from the sale 
is the face value of the checks plus a commission charge of 
one-half of i per cent. The amount of commission is credited 
to the Commission account and the face amount of the check 
to Travelers' Check account. This account is a liability account 
representing the obligation of the bank to meet checks out- 
standing, just as is the Cashier's Check account or the Circula- 
tion account. 
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Interior Correspondents' Travelers' Checks and Letters of 
Credit 

The small demand made upon many banks for travelers' 
checks and letters of credit does not make it practicable for 
them to maintain their own letter of credit department and 
to issue their own forms. To enable these banks to supply 
this demand their metropolitan correspondent extends to 
them its facilities for issuing letters of credit. Under this 
system the city correspondent sends the country banks a supply 
of its travelers' checks and letters of credit which they hold 
under a trust receipt. These letters of credit are already 
signed, numbered, and stamped with a limit amount for which 
they may be drawn. Common limits are $i,ooo, $2,500, and 
$5,000. Since the blank instruments are already signed the 
object of such limitation is to prevent those who might obtain 
the blank letters fraudulently from drawing excessive amounts. 

When a country bank issues one of these letters of credit 
it advises the city correspondent of the fact, using the cor- 
respondent's special form for the purpose, and it also sends 
specimen signatures of the beneficiary together with its 
guarantee and a check or instructions to charge its account 
for the amount of the letter of credit. Country banks issue 
these letters of credit for cash or against guarantee. The city 
correspondent bank usually allows them one-half of the com- 
mission charged. 

When making a sale of travelers' checks the country bank 
requests the purchaser to sign a form of application (Form 
76) which it sends to its city correspondent as an advice of 
the sale. This advice contains the name of the bank making 
the sale, the name of the purchaser, the numbers appearing 
on the checks sold, and a remittance for the amount of the 
sale* This remittance may take the form of funds enclosed 
with the advice or of instructions to charge the account of 
the country bank. The amount involved in the settlement 
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between the two banks is the face amount of the checks sold, 
since the city correspondent permits the country bank to retain 
the usual commission of j4 per cent as its profit from the 
transaction. The former bank obtains its profit in the form 
of the interest from using the funds involved in the face 
amounts of the checks from the time it receives such funds 
from the seller bank until the checks are paid. 

Instead of delivering travelers' checks and letters of credit 
to applicants, country banks often refer clients of theirs desir- 
ing to purchase such instruments direct to their city cor- 
respondent. In such cases the country bank usually gives the 
applicant a letter of introduction to the city correspondent 
and it undertakes to guarantee payments under a letter of 
credit if such is issued. The bank issues such instruments in 
the usual way for direct applications. For bringing business 
to it in this manner, the issuing bank allows the country bank 
one-half the commission charge involved in the transaction. 

Advices to Drawee Banks 

Inasmuch as foreign currency credits require that drafts 
be drawn on foreign drawee banks, it becomes necessary for 
the bank issuing the credit to advise the foreign banks of 
the issuance of such letters of credit in order that they may 
have sufficient information on hand to honor these drafts 
as they are received. In most cases the bank draws foreign 
currency credits upon a certain few of the largest English, 
French, and German banks, and it advises these banks 
periodically of the issuance of letters of credit upon which 
they may expect drawings, giving such details as the number 
of the credit, the date it was drawn, the amount, specimen 
signatures of the beneficiary, and date of expiration. It is 
the custom for foreign banks to acknowledge the receipt of 
these advices by means of form letters which contain about 
the same information as the original advices. 
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Illustrations of Use 

The use of a letter of credit may be illustrated by a typical 
example. Suppose a traveler holding one of the National City 
Bank's dollar letters of credit needs funds when he has reached, 
say, Naples, The correspondent in that city as named in the 
list of correspondents is the Banca Commercial Italiana. The 
traveler presents the letter at that bank and asks payment 
of $100. The Italian banker prepares a draft for $100 drawn 
on the New York bank and has the beneficiary sign it. The 
traveler writes his signature in the presence of an officer who 
compares it with the one on the list of correspondents. If 
found to agree, the Italian banker pays the equivalent of 
$100 in Italian currency at the prevailing rate for sight drafts 
on New York and makes a record of such payment on the 
reverse side of the instrument. The reverse side of a letter 
of credit thus always shows the balance remaining undrawn 
under the letter. The draft states that it is drawn against 

letter of credit No of the National City Bank of 

New York and it is sent by the Italian bank to its correspondent 
in New York, or more likely to the National City Bank itself 
for collection and credit. 

In case the credit is issued in pounds sterling and the 
traveler asks for f 100, the Italian bank prepares the draft 
for this amount to its order drawn on the reimbursing London 
bank named in the credit, paying the traveler in Italian money 
the equivalent of f 100, at the rate prevailing for sight drafts 
on London. The Italian bank sends the draft to its London 
correspondent for collection and credit. The London bank 
compares it with the information and signature which it 
received from the National City Bank at the time the letter 
of credit was issued and if all is in order it pays the draft, 
charging the account of that bank. The London bank pre- 
pares a debit advice covering the amount of the draft and 
sends it to New York. At intervals the London bank forwards 
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the paid vouchers to the National City Bank as evidence of 
payments. 

While a letter of credit will only be honored, as a general 
rule, by the correspondents named in the list which accom- 
panies it, travelers' checks may be freely negotiated anywhere. 
They are readily accepted by banks, hotels, railroads, and 
business houses generally throughout the world. At the time 
of purchasing the checks the owner signs them in the upper 
left-hand corner. When he wishes to cash one of them he 
again signs the check in the lower left-hand comer in the 
presence of the person by whom the check is to be paid. That 
person is thereby enabled to authenticate the signature and 
to determine whether it will be safe for him to advance funds. 
For this reason the counter-signature should not be placed 
upon the check until the owner wishes to use it, and then 
only in the presence of the person honoring the same. As has 
already been stated, under normal conditions in the foreign 
exchange market travelers' checks are cashed abroad at fixed 
rates of exchange, but in time of violent fluctuations in the 
exchange rates, such has have prevailed in recent years, they 
are made convertible at the current buying rate for bankers' 
sight dollar drafts on New York. 

Expired and Exhausted Credits 

In case the draft exhausts the letter of credit the foreign 
bank requests the beneficiary to surrender the instrument and 
forwards it, attached to the draft, to the New York bank 
where the letter is filed for record. Periodically the letter of 
credit department traces all outstanding guaranteed credits 
which have expired. As these instruments are returned they 
are marked canceled and retained in the department's files. 

A request for the extension of the period of validity of 
a letter of credit is treated in the same manner as if a new 
credit were to be issued. The client is required to sign applica- 
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tion and obligation forms which are passed upon in the usual 
manner and when approved a letter of extension is given. 
This letter of extension is to be presented in conjunction with 
the letter of credit when it is desired to obtain funds under it 

Lost Letters of Credit and Travelers' Checks 

When a traveler loses a letter of credit the directions given 
in the list of correspondents are followed. The procedure 
varies with the type of letter involved, but rather expensive 
cable messages between the benficiary and the issuing bank, 
between the issuing bank and correspondents, etc., are always 
necessary. The issuing bank, however, endeavors to reduce 
the cost of stopping payment as much as is possible by sending 
stop-orders by cable to such points only where the letter is 
likely to be promptly presented for payment and communicates 
the order to other banks by mail. The cost of stopping pay- 
ment under a letter of credit, is nevertheless considerable, say 
from $50 to $75; the more nearly universal the letter, the 
higher the cost 

When a person loses a travelers' check he notifies the issu- 
ing bank or the country bank through which the check was 
purchased, making application for reimbursement for the 
amount lost The issuing bank has the loser sign a bond of 
indemnity imder which he agrees to indemnify the issuing bank 
for any loss which it may incur through being obliged to pay 
the lost check. As surety, the owner of the lost check obtains 
the signature of another responsible party. The country bank 
which sold the check, if sale was made in that way, also 
signs the bond of indemnity to attest to the credit rating of 
both the other signatories. On the security of this bond, the 
face amount of the lost check is returned to the owner. From 
this point stop-payment is handled as in the case of an ordinary 
check. Should the travelers' check be presented for payment 
the bank refuses to honor it and traces the transaction to the 
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one who paid the check without exercising due diligence. 
Recovery of the amount is then obtained from this person. 

Honoring Travelers' Checks and Drafts 

Drafts drawn under letters of credit come to the bank 
from abroad in the usual way for foreign collections and 
deposits. The receiving departments of the bank send these 
incoming items to the letter of credit department which com- 
pares them with its records and, having found them to be 
drawn in the proper manner, makes the proper bookkeeping 
entries. 

If the drafts are drawn under a paid letter of credit the 
amount is charged to the Cash Letters of Credit account, 
thereby reducing the bank's liability under these instruments. 
If the draft is drawn under a guaranteed credit, however, the 
guarantor is to pay the amount at this time. The customer 
is either sent a bill for the face of the draft plus interest and 
commission charges, or an advice of debit, in case the guarantor 
has an account with the bank and this account is to be charged. 
The bill and the advice of debit are both drawn in duplicate, 
the carbon copy serving as the bookkeeping ticket Advances 
of this sort are charged to an accoimt termed "Advances to 
Customers on Travelers' Letters of Credit." When the guar- 
antor remits this account is credited for the amount paid. 

Travelers' checks return to the bank either by direct send- 
ing from out-of-town banks or foreign correspondents, or 
through the clearing house. In either case they are received 
by the check desk and are forwarded to the letter of credit 
department for authentication. The clerks compare the signa- 
tures appearing on the checks and refer to their records to 
ascertain that the checks were issued in the proper manner. 
The checks having been found to be in order, a bookkeeping 
ticket is made out at the end of each day debiting the Travelers' 
Check account for the total of the checks paid. 
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Credit Cards and Files 

All the necessary information pertaining to a particular 
credit is contained upon the credit card shown in Form jy. 
At the time a credit is drawn the number of the credit, the 
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Form 77. Letter of Credit Card. (Size 9}^ x 1 1 3^.) 

amount, the name of the applicant, the name of the beneficiary, 
as well as a specimen signature, are entered upon the card. 
The card thus shows the balance outstanding on the credit at 
all times. 

In case letters of credit are sent to country banks under 
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trust receipt, credit cards are prepared in a way to show that 
the letter forms are held in trust Later on when advice that 
a credit has been issued is received, the credit card is com- 
pleted. Thereafter such cards are handled in the usual way. 
The letter of credit card files are composed of the following 
sections: 

1. Qean credits, filed numerically. 

2. Cash and guaranteed credits, also filed numerically. 

3. Letters of credit held by interior banks against trust 

receipt, filed alphabetically by names of banks, each 
bank having one card showing its total holdings. 

4. Letters of credit held against trust receipts (in this 

section each individual credit has a card as described 
in the preceding paragraph). 

5. Letters of credit sold by branches of the bank. 

6. Index of credits by guarantors filed alphabetically. 

7. A card index of all credits filed alphabetically by names 

of beneficiaries. 

Cash Journal 

The cash journal is used to record all sales of paid letters 
of credit as well as all payments made by the bank on the 
individual drafts drawn thereunder. It therefore shows the 
condition of the Cash Letters of Credit account. At the time 
of sale of a paid letter of credit, entry is made in the journal 
for the amount of cash received and when drafts drawn on 
the bank under a letter of credit are received a charge entry 
is made. The balance therefore shows the amount of funds 
obtained from the sale of letters of credit and of which the 
bank has full use. 

List Book and Balance Book 

« 

In the case of guaranteed credits two books are kept: 
a journal called a list book, and a balance book which contains 
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entries to the account termed "Advances to Customers on 
Travelers' Letters of Credit." When guaranteed credits are 
issued no funds are received, as has already been stated. When 
the bank honors drafts drawn under such guaranteed credits, 
therefore, it, in effect, makes advances to customers to a cor- 
responding amount. It remains for the bank to collect these 
funds. The purpose of the list book is accordingly to keep 
a record of such collections. In case the guarantor has an 
account with the bank and desires to settle the amounts of 
drafts paid by having the bank charge his account, the entry 
is made in a column labeled "Charge Account" or "Correspond- 
ent" and a statement of the debit or notice of the amount 
due is sent to the customer. In case the guarantor has no 
account or does not desire this account to be charged in 
settlement of drafts paid, the entry is made in a column labeled 
"Suspense Account," which represents "Advances to Cus- 
tomers on Travelers' Letters of Credit." The guarantor in 
this case receives a bill for the draft plus all charges and 
usually makes a remittance by check. When the check is 
received a credit entry is made to the Suspense account. The 
balance book contains merely a record of the daily total of 
the entries contained in the list book and therefore shows 
the status of the account "Advanced to Customers on 
Travelers' Letters of Credit." 

Departmental Records 

The records for travelers' checks consist of a register, a 
cash book, and a trust receipt book. 

The travelers' check register is composed of several 
volumes, one or more for each denomination issued. In this 
book each check is listed serially according to the number 
appearing on the check. A description of each check is given, 
i.e., the name of the interior bank through which the sale was 
made — if the check was issued in that way — ^the date of each 
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sale, the name of the person purchasing the check, the date 
on which the check returned to the issuing bank — ^this latter 
entry serving to cancel the check from the register — and the 
auditor's stamp showing that the transaction has been properly 
entered. 

The cash book shows all sales of travelers' checks, whether 
made by the bank itself or through its correspondents, together 
with the commission. This book therefore shows the status 
of the Travelers' Check account, which represents the amount 
of funds obtained from the sale of travelers' checks and of 
which the bank has full use. 

The trust receipt book shows the amount of travelers' 
checks held in stock by each correspondent bank. 

Payments Opened by Foreign Banks 

Foreign banks issue travelers' credits in essentially the same 
forms as a New York bank and the New York bank makes 
payment under these credits in a manner similar to that cited 
in the example of the Italian banker making advances to the 
American travelers. 

Under a foreign circular letter of credit the bank frequently 
has not received advice of the issuance of the particular credit 
which the beneficiary presents in order to obtain funds. The 
procedure in making a payment under a credit of this sort 
consists first in ascertaining that the credit instrument is in 
order by having the official signature appearing thereon verified 
by the signature department and noting the expiration date, 
etc., of the credit. The beneficiary then is requested to sign 
drafts in duplicate drawn on the foreign bank which issued 
the credit. This signature having been found to agree with 
the registered signature which accompanies the letter of credit, 
the draft is sent to the foreign discount department where 
it is purchased at the rate prevailing for that particular foreign 
currency. The bank reimburses itself by forwarding the 
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draft to the drawee bank abroad for collection in the usual 
manner. 

More usually, however, the foreign credit is an advised 
eredit concerning which complete instructions are on file. 
When such a credit is presented the beneficiary is requested 
to sign quadruplicate receipts, the original and duplicate to be 
sent to the issuing bank abroad by separate mails with an 
advice of debit, the triplicate to be filed in the foreign files 
of the bank, and the quadruplicate to be retained as an office 
copy. The signatures on the receipts are compared with the 
specimen on file and if found correct, tickets are prepared 
charging the account of the foreign bank and crediting cash. 
The payment is indorsed on the back of the letter of credit 
which is returned to the beneficiary, unless the drawing ex- 
hausts the credit, in which case the instrument is taken up 
and forwarded to the foreign bank. 

It frequently happens that applications for pa}rments are 
received by mail direct from the beneficiary or through a 
correspondent bank. Usually the letter of credit itself accom- 
panies such a request for payment The instrument is 
examined as before, a check for the desired amount is drawn, 
and the letter of credit, properly indorsed, is returned together 
with the check and receipt forms to the appUcant or to the 
correspondent bank. The beneficiary or the correspondent 
bank executes the receipts and returns them to the paying 
bank, which forwards them abroad in the usual manner. 

Foreign clean credits, under which the bank acts as paying 
agent, are handled in various ways. The payment may be 
made in the manner just described or the instructions may be 
to pay the beneficiary periodically. A tickler file is kept for 
the purpose of bringing payments to attention at the proper 
time. In making these payments either a cashier's check is 
drawn or the account of the beneficiary is credited. The pay- 
ment may be made through an interior bank either by forward- 
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ing a cashier's check in its care or by instructing it to pay 
the beneficiary out of its own funds and to charge the account 
of the New York bank authorizing the pasrment 

As advice of the opening of a credit by a foreign bank 
is received the essential details of the credit are recorded upon 
a beneficiary's card which is similar in purpose to that of the 
letter of credit cards kept by the letter of credit issuing section. 
Entries are also made upon the card of the foreign bank, 
called the "guarantor's card," which shows the total number 
and amount of credits opened by that bank. For ready refer- 
ence a card index is kept of all credits by names of bene- 
ficiaries. 
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CHAPTER XVII 

FOREIGN DRAFTS, LETTER AND CABLE 
TRANSFERS 

Methods of Transfer 

An important part of the foreign work of a bank consists 
in handling transfers of funds from this to foreign countries 
and vice versa. Ordinarily if funds are to be transferred 
through a bank one of the following methods is used: 

1. Bankers' demand or sight drafts or checks 

2. Letter transfers 

3. Cable transfers 

4. Bankers' long bills 

z. Bankers' Demand 

The bankers' demand or sight draft or check is the foreign 
counterpart of the domestic bank draft. It may be defined 
as a check payable at sight or on demand, drawn by a bank 
in this country upon a foreign bank with which it has a 
deposit account, or at least with which it has made arrange- 
ments for the draft to be honored. The draft is delivered to 
the purchaser who sends it to the payee. The payee cashes 
the draft with his bank as he would an ordinary check. 

2. Letter Transfers 

The foreign letter transfer consists of a letter addressed 
to a foreign bank requesting it to make payment to the bene- 
ficiary, against receipt and identification usually, and to charge 
the amount paid to the account of the sending bank. By this 
method the purchaser of the transfer merely obtains a receipt 

445 
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for the purchase price and the burden of getting into contact 
with the payee rests with the two banks. 

So far as the rate of exchange is concerned drafts and 
letter transfers are on an equality since both are sold at the 
sight rate of exchange. The letter transfer has an advantage 
over the foreign draft in some cases in that it is non-negotiable 
and less likely to be lost in transit. Again, if a letter transfer 
fails to reach its destination it is an easy matter to issue a 
duplicate, while if a draft is lost the bank must require in- 
demnity bonds before issuing another. This disadvantage is 
offset to an extent by the bank's practice of drawing drafts 
in dupHcate and delivering only the original to the purchaser. 
If this original fails to reach the payee, the bank delivers the 
duplicate to the purchaser. Should the duplicate reach the 
payee it will be cashed by the drawee since it is the custom in 
international banking to honor either the original or the dupli- 
cate, whichever is presented first. The drawee bank is respon- 
sible for avoiding paying both copies. 

The draft may sometimes prove a quicker method, for 
if the funds are sent by draft the payee receives his draft 
directly from the remitter and he will presumably cash or 
negotiate it immediately, while if funds are sent by letter 
the burden of locating the payee rests on the foreign bank, 
and considerable time may be consumed in getting in touch 
with him and making the pajmient 

3. Cable Transfers 

A cable transfer consists of a cable message sent by a 
bank in this country ordering a bank in another country to 
make some form of payment to a designated payee. The 
cable transfer has certain obvious advantages over other 
methods of transferring funds. In the first place it is a quicker 
means of transfer and would therefore be the only possible 
method for transferring funds in an emergency or upon short 
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notice. Even though the remitter has sufficient time at his 
disposal to permit him to use a letter or draft, by electing 
to use a cable transfer he may have the use of his funds 
during the time they would have been in transit had he sent 
a draft or a letter pasrment, thereby offsetting the added cost 
of the cable transfer ; at the same time he may watch develop- 
ments in the foreign exchange market and take advantage of 
any favorable fluctuations up to a day or two before the remit- 
tance is due abroad. 

Cables are sold at the cable rate of exchange plus the 
charge for sending the message and of course cost more than 
drafts and letter payments since the banks do not have the 
use of the customer's funds during any appreciable time in 
transit and since cable fees are higher than postage. Yet, 
for large amounts especially, the cable transfer is usually pre- 
ferred. Besides those cable transfers which the bank makes 
for its customers, it uses this method in making transfers of its 
own funds necessitated by foreign exchange trading. 

4« Bankers' Long Bills 

Bankers' long bills are time drafts, usually 60 or 90 days, 
drawn by one banker upon another. Long bills are sold at 
a lower rate than sight or cable exchange; hence this form 
of remittance is useful in case the debtor has idle funds and 
wishes to anticipate payment of his debt due abroad. 

An example will serve to make clear the use of a long 
bill for making remittance to a foreign country. Let it be 
supposed that an American importer owes £ip,ooo payable in 
London 90 days hence. What form the debtor's remittance 
takes is immaterial to the creditor provided he receives the 
proper number of pounds sterling on the due date. Assuming 
the debtor has funds on hand, he may purchase and send his 
creditor: ( i ) a 90-day bankers' bill now, (2) a 60-day bankers' 
bill within the next 30 days, (3) a check or a letter transfer 
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within the next 75 days, or (4) a cable transfer within the 
next 90 days. 

Let it be assumed that the selling quotation for the day 
for checks is $3.71 and for 90-day bankers' bills $3.63^4, with 
corresponding rates for 60-day bills and cables. The debtor 
can purchase a 90-day bill for 10,000X3.63^4, or $36,325, 
and a check for 10,000X3.71 or $37,100, making a difference 
in cost of $775 in favor of the 90-day bill. This would be 
recognized by the experienced user of exchange as an ab- 
normally favorable rate for the 90-day bill. 

If in the debtor's opinion there is little probability that 
exchange rates will move materially in either direction in the 
next 90 days his choice will be based on interest rates. By 
paying $36,325 for a 90-day bill he saves $775 over what 
he must pay for a demand bill at the end of 75 days, or, in 
other words, his return on an investment of $36,325 for 75 
days is $775, or at the rate of approximately ioj4 per cent 
per annum. Unless the remitter has use for these funds in 
some enterprise which will yield him better than at the rate 
of ioj4 per cent within the next 75 days, obviously it would 
be to his interest to purchase and remit a 90-day bill. 

Thus far the illustration has left out of consideration 
fluctuations of exchange rates, but exchange rates do not as 
a rule remain stationary for so long a period as 90 days. The 
remitter must take into consideration the fact that if he is 
facing a period of rising exchange rates the 90-day bill becomes 
a still more attractive purchase, while if exchange rates are 
to fall materially it will be better for him to use his funds 
elsewhere and to purchase a 60-day bill, demand exchange, or 
cable transfer later on. 

Foreign Teller's Department 

The work of selling transfers of these kinds as well as that 
of making payments on orders from abroad, except cashing 
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foreign drafts, is performed by the foreign teller's depart- 
ment. In addition this department buys and sells foreign 
money as a service for customers, receives foreign deposits 
(see page 40), and handles foreign exchange contracts entered 
into by the traders of the bank. 

Foreign drafts and transfers may be drawn either in 
foreign currency or in dollars depending largely upon what 
country the draft is to be drawn on. Foreign currency items 
are more prevalent since if drawn in the currency of the 
drawee's coimtry they eliminate uncertainties on the part of 
the payee as to conversion rates and at the same time the 
selling bank has the benefit of the moderate but quick profit 
which comes from a sale of foreign exchange. 

When a foreign draft is drawn in dollars, however, the 
drawer bank makes provision for insuring the payee the most 
favorable rajte for cashing the draft by stamping on the face 
of the draft, "Payable at buying rate in (metropolis of the 
payee's country) for sight drafts on New York." Thus in 
any city of Argentina a dollar draft would be convertible 
into local currency at the buying rate in Buenos Aires for 
bankers' drafts on New York. 

Exchange Purchases 

Applications to purchase drafts and transfers may come 
over the window, by mail, by telegraph, or by cable. The 
last two media are often used in ordering cable transfers 
especially. The client requesting the bank by mail or in person 
to issue a foreign draft or transfer fills out an application 
form giving his name and address, the name and address of 
the foreign payee, and the amount and kind of currency, so 
that in all cases the bank may be guided by complete written 
instructions. Usually the request is accomplished by a remit- 
tance covering the amount or instructions to debit the appli- 
cant's account. Letters, telegrams, and cable messages request- 
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ing that the applicant's account be debited for the cost 
are verified by examination of the signature or test word. 
If the remitter is not a depositor of the bank he is required 
to provide payment in the form of a certified check or in cash. 

Many of the sales of drafts, letters, and cable transfers 
arise from the trading activities of the bank. The traders 
purchase large blocks of exchange from brokers and other 
dealers in the open market. Transactions of this sort come 
to the tellers in the form of contracts drawn up in the traders' 
department. 

Many of the traders' contracts are eflfected through brokers 
who act as agents of the bank and receive a fixed rate of 
conmiission for making the sale. In handling a brokerage 
contract the broker's commission is noted on the contract form 
by the traders. This amount is charged to the Brokerage 
account and credited to the account of the broker. 

Foreign exchange contracts may be for regular or for 
future delivery. Contracts sold for future delivery are 
recorded by the traders upon a card index arranged both 
alphabetically and by maturity dates. Contracts for future 
delivery may be made for delivery on a fixed date or for 
delivery within a certain period either sellers' option or buyers' 
option. In most cases the purchasers pay for exchange con- 
tracted for on delivery but it is a custom in dealing with the 
largest and best known dealers in the city to deliver the 
exchange a day or so before the sailing date of the steamer 
on which it will be mailed and to defer payment until the 
sailing day. If the contract is not fully availed of on the 
expiry date the customer is required to draw out the remainder 
or to obtain an extension from the traders, since the bank 
has been obliged to provide cover for it. 

Remittances received in cover of drafts and transfers are 
credited temporarily to an account entitled "Prepaid 
Exchange" in order that there may be no delay in collecting 
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checks offered in payment When the draft or transfer is 
drawn the cost is debited to this account. In case the applicant 
has made arrangements to pay cash on delivery of the exchange 
by messenger the cost is charged to an account termed "Un- 
paid Exchange" pending return of the messenger with funds. 
This account is also used to cover the interval of time between 
delivery of exchange sold on contract and payment therefor. 
Foreign drafts and transfers are sold both for profit and 
as a service to customers ; hence others than depositors of the 
bank make use of the bank's facilities for issuing these instru- 
ments. These f acilities, however, are not made accessible for 
all classes of transactions. Each transaction is passed upon by 
someone in authority who takes care that the transaction is 
not made for speculation. 

Cost of Drafts and Transfers 

Foreign dollar items drawn on branches of the bank, which 
class includes practically all dollar drafts and transfers which 
the bank draws, cost only the face value. Whatever profit the 
bank makes on these comes from converting the items at the 
branches if the payees cash them there. If ^dollar drafts and 
transfers are drawn on other than branch banks the bank 
charges a moderate commission. 

For drawing a foreign currency item no commission is 
charged ; the cost is expressed in dollars, obtained by converting 
the face amount at the selling rate. Rates of conversion for 
foreign currency drafts and transfers are fixed by the traders 
of the bank. Individual quotations are made for each large 
item, but rate sheets showing rates for small ones are furnished 
to the tellers. These rate sheets are changed as often as the 
exchange market moves sufficiently to warrant such action. 
By means of a weekly list showing what correspondents are to 
be drawn upon, the traders also control the selection of drawee 
banks for all foreign currency items. 
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Preparing Foreign Drafts 

To save time and effort every instrument needed for the 
bank's records, the statement to the purchaser, the advices for 
the foreign drawee bank, and the original and duplicate drafts, 
are made in the same operation. Every precaution is taken 
to make sure the bank follows the laws and customs relating 
to drafts in foreign countries. For example, drafts drawn on 
British banks are crossed in conformity with the British cus- 
tom of indicating by cross-marks across the check that it is 
payable only through a bank. If the checks were not crossed 
the privilege of having the payee identified would be denied. 
The original draft is delivered to the purchaser while the 
duplicate is filed and in case of loss of the original it is delivered 
to the purchaser who sends it abroad to replace the lost copy. 

Attached to the draft form is a statement of the transac- 
tion, which the bank always sends the customer. Another stub 
serves as an accountant's memorandum for use in auditing the 
issuance of drafts. Triplicate copies of the draft are filed as 
a record of the transaction. One set is filed according to 
names of purchasers, the other according to payees. 

Two advices that drafts have been drawn are always sent 
to foreign drawee banks by separate mail steamers. These are 
prepared on sheets underlying the original and duplicate copies 
of the draft. The importance of these advices cannot be over- 
estimated since in most cases they become the basis upon which 
the foreign bank charges the account of the American drawer 
bank. The custom in international business, except in dealings 
with a few countries or with banks which have made other 
arrangements, is for the drawee bank to charge the account 
of the drawer at the time of the receipt of the advice rather 
than on the date of payment. As a general rule also a foreign 
bank will have been instructed by the drawer to decline to 
pay drafts for which it has received no advice until it has 
communicated with the drawer by cable and obtained its in- 
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structions to pay the instrument. Thus it is highly important 
that the bank send out its advice immediately after the draft 
is drawn. 

The method of handling remittances received to cover the 
costs has already been described. If the applicant's account 
is to be charged the charge ticket is prepared concurrently 
with the draft sheets. The offsetting entry for a foreign cur- 
rency draft consists of a credit to the bank's account main- 
tained with the drawee. For dollar drafts the entry consists 
of a credit to the drawee bank's dollar account for the face 
amount, and if commission has been charged, the amount is 
credited to the Foreign Exchange Commission account 

Letter Payments and Cable Transfers 

In a similar way the advices, tickets, and letters used with 
a letter transfer are prepared. Instead of duplicate drafts 
and advices, a letter drawn in duplicate (Form 78) is sent to 
the foreign bank which is to make payment The original 
of the letter is sent by one steamer and the duplicate by 
another. 

As in the case of drafts and letters all the advices and 
tickets needed in connection with a cable transfer are prepared 
at one operation. First there is a statement for the customer 
(Form 79), serving as an advice as well as a receipt for the 
amount by him, and giving the details of the transaction. 
In case the cable payment does not reach the payee abroad, 
the conditions of sale are that refund to the purchaser shall, 
be made at the rate of exchange which prevails on the day 
refund is made. To bring this condition of the sale to the 
knowledge of the purchaser the statement contains the follow- 
ing notice: 

As exchange will be promptly purchased to cover this 
remittance, the National City Bank of New York will not 
be liable, in the event that payment for any reason cannot 
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be made, for any amount in excess of the value in New 
York of such exchange at the time refund is asked. Funds 
are accepted only upon that condition. 

The second advice constitutes a confirmation of the cable, 
which is to be sent to the paying bank abroad. The third copy 
is for the use of the telegraph and cable department in pre- 
paring the message and in accounting for the charges in 
sending it Three other copies of the statement constitute file 
copies; the first is an office record, the second is for the in- 
formation of the officer who is in charge of the territory of 
the applicant. 

Long-Time Bills 

Long-time bills are handled in much the same manner as 
sight drafts except that at the time of issue a credit is passed 
to a Long Bills accotmt. When advice is received from 
abroad that such bills have been paid by the drawees the Long 
Bills accotmt is debited and the account kept with the 
paying bank is credited. 

Drafts Drawn upon Non-Correspondent Banks 

While the bank's extensive branch and foreign cor- 
respondent connections enable it to furnish drafts drawn pay- 
able in practically any locality, occasionally there comes a call 
for a draft drawn upon a point where the bank has no con- 
nections. In meeting a demand of this kind the draft is 
drawn upon some bank located in or near the place to which 
the remittance is to be sent. This drawee bank, however, 
cannot reimburse itself by charging the account of the Njew 
York bank and the latter is therefore obliged to furnish the 
former witK some means of reimbursement before the draft 
is presented for payment. 

This may be done in various ways. If a branch of some 
foreign bank with which the drawer bank has an accotmt is 
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located in the city of the payee, the bank draws on that branch 
for account of its head office. In other instances the bank 
draws on a bank located in the city of the payee for the 
account of another foreign bank with which both the drawer 
and the drawee have accounts. In rare instances the drawer 
bank reimburses the drawee by sending its sight draft drawn 
on one of its correspondents located near the drawee bank, or 
by requesting the drawee to draw at sight in its own favor 
upon one of the drawer's near-by correspondents or upon the 
drawer bank itself. In a case of this sort the amount of the 
draft is credited to an account termed "Funds Retained for 
Foreign Teller's Drafts," which is charged as drafts drawn 
for reimbursement are paid. 

Issuance Through Correspondent Banks 

Banks throughout the United States are frequently 
requested by their clients to furnish them with foreign cur- 
rency drafts. To enable such domestic correspondent banks 
to fill this demand the New York bank as a banking service 
extends them the privilege of drawing drafts on any of its 
branches or foreign correspondents. The foreign banks charge 
the New York bank and it in turn receives reimbursement 
from the domestic banks. 

To those banks which have made arrangements to use the 
service is furnished a draft outfit consisting of: (i) a booklet 
giving the names of its foreign branches and correspondents, 
(2) draft forms stamped with the name of the domestic bank, 
and (3) a rate sheet showing the rate of exchange which the 
correspondent is to charge its clients. As rates change, new 
sheets are mailed. At times when the exchanges are very 
unstable this is done every day. The rates quoted for this 
business are applicable for drawings amounting each to $1,000, 
or less. Hence, they are slightly above market rates as is 
always the case for small lots of foreign exchange. If a larger 
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draft than $i,cxx> is wanted the correspondent is instructed 
to consult the bank direct for a rate. 

Certain of the foreign banks charge a tariff for cashing 
drafts. The domestic correspondent's bill to the purchaser 
of the draft is therefore the face of the draft in dollars plus 
the tariff of the foreign bank and its own commission charge. 
It remits the dollar equivalent of the foreign draft plus the 
tariff charge to the New York bank in the form of a check 
or instructions to debit its account. The New York bank 
makes a small profit out of the foreign exchange transaction, 
but its most important gain consists in the good-will which 
is established through extending well-rounded service to its 
clients. 

The draft form supplied to the interior bank has four 
stubs attached; one of these is retained by the issuing bank, 
another by the purchaser of the draft, and the remaining 
two, containing the signature of the officer signing the check, 
are forwarded to the New York bank together with instruc- 
tions as to how it is to reimburse itself. From these instruc- 
tions the bookkeeping tickets and the advices of the issuance 
of the drafts for the foreign correspondent are prepared. One 
of the stubs from each draft is also enclosed with the letter 
of advice. This stub, containing the signature of the officer 
of the issuing bank who signed the draft, is used by the foreign 
banker in determining that the draft when presented for pay- 
ment is genuine. 

Each transaction of this sort is recorded in a customers' 
draft book and when the foreign bank advises that a draft 
has been paid the entry is stamped out. This book therefore 
serves as a record of all outstanding drafts. An auxiliary book 
serves to record the drawings made by each domestic cor- 
respondent bank. From these records statistics showing the 
volume of business transacted for each correspondent are com- 
piled for the use of the traders. 
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Drafts and Transfers Sold by Branches 

Wherever a branch of the bank has an "our" account with 
a foreign bank the branch draws directly on the foreign bank ; 
where the branch has no account with the foreign bank the 
branch draws under the protection of the home office. The 
branch draws for the account of the home office against an- 
other branch or a correspondent of the latter bank located in 
the city of the payee. Both the drawer bank or branch and 
the home office; of the branch drawing the exchange receive 
advices of the transaction. The home office may handle the 
reimbursement in a number of ways, but the most common 
would be to charge the Due from Branches account of the 
branch drawing the draft and credit the drawee bank or 
branch. 

Report to Traders 

A report is prepared daily showing the volume of drafts, 
letter and cable transfers, and long-time bills drawn on each 
correspondent and branch, the latter sum expressed in round 
figures. This report assists the traders of the bank in keeping 
records of the amounts available for drawing with each of 
the correspondents with whom accounts are kept and also 
assists them in computing the amount of cover to be provided. 
To avoid the possibility of making overdrafts on certain 
foreign banks while the balances in other banks of the same 
country remain unused, the traders each week prepare a list 
of the banks on which drawings are to be made, as has already 
been mentioned. 

Payments on Orders of Depositors 

The work of making outgoing transfers sets up a move- 
ment of drafts, letter payments, and cable transfers to foreign 
countries which oblige foreign drawee banks to make payment. 
Similarly the foreign banks in making transfers to this country 
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set up a movement of drafts, letter pa)rments, and cable trans- 
fers which oblige the New York drawee bank to make pay- 
ments. Making these payments constitutes the paying work 
of the foreign teller's department 

Cashing of Foreign Drafts 

In arriving at a decision to make a payment ordered by 
a foreign customer of the bank, many of the operations apply- 
ing to cashing a domestic check over the window are per- 
formed. The signature is verified by the signature control 
department, the adequacy of the depositor's balance is 
determined, and a "hold" for the amount of the pa)mient 
is placed against the account. Stop-payments are cared for 
by- means of files kept in the department. These may be the 
ordinary stop-pa)mient orders lodged with the bank by drawers 
of drafts and transfers, or they may arise from such a situa- 
tion as when a cable order is substituted by the sender for 
a letter which is already in the mails. 

In making payment under a cable or a letter transfer the 
method to be followed must likewise be specifically de- 
termined ; i.e., whether by check, by telegram, or by crediting 
the payee's account, and whether the foreign depositor is to 
be advised of the payment by mail or by cable. This informa- 
tion may be contained in the instrument which orders the 
payment, or more usually it will have been sent to the bank 
in the form of standing instructions. 

Bookkeeping Tickets 

After these preliminary measures have been taken the book- 
keeping tickets for the transaction are prepared. The debit 
ticket generally carries a charge to the account of the foreign 
customer who ordered the payment to be made. At the same 
time that this ticket is drawn an advice of debit is prepared 
and sent to the foreign customer. If it is necessary to send 
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a cable or a telegram in making a payment the cost of this 
message is accounted for in the usual ways. 

In case the beneficiary's account is to be credited for the 
amount of the transfer an advice of credit is prepared con- 
currently with the credit ticket and sent to the one whose 
account is credited. Frequently the foreign customer has the 
bank send a telegram as well as the advice by mail. 

Should the bank's instructions be to deliver a cashier's 
check to the beneficiary, the accessibility of the beneficiary 
and the acquaintance which the bank has with him determine 
the course which will be pursued in delivering the check. In 
case payment is to be made to a well-known party in the 
city, the check is delivered to him by messenger ; if, however, 
payment is to be made to some payee in the city who is not 
well known, the bank sends an advice to him requesting that 
he call and receive his payment upon proper notification. A 
pa)rment which is to be made to a beneficiary located out of 
town is forwarded in care of a bank in his vicinity or in care 
of a representative of the bank. Payments at a distance are 
frequently made by telegraphic transfer in place of a cashier's 
check, and if the foreign correspondent sends funds by cable 
to be paid a beneficiary located out of town the bank always 
makes the payment by telegraph through its nearest cor- 
respondent unless it has specific instructions to make pa)mient 
by mail. If the foreign correspondent requests the bank to 
deduct charges the message is sent collect ; otherwise the cost 
of the message is charged to the account of the foreign cor- 
respondent. No other charge is made for payments out of 
town. 

In the same operation in which the cashier's check is drawn, 
receipts are prepared. Three copies are sent to the beneficiary, 
while the fourth copy is filed in the receipts outstanding file 
of the department for the purpose of tracing receipts which 
are not promptly returned. One of the copies sent the bene- 
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ficiary serves the purpose of an advice to him; the other two 
are signed and returned to the bank. When the signed receipts 
are returned one copy is retained by the bank while the other 
is forwarded to the foreign customer. In case it is impossible 
to locate the beneficiary the bank communicates with the cus- 
tomer who ordered the payment for instructions as to how 
it shall proceed. 

Payments under Bought Contracts 

Payments arising under contracts for purchase cable trans- 
fers entered into by the traders are made by the tellers. In case 
a bought cable is for regular delivery the bank may pay for 
the exchange immediately, and this it does by crediting the 
account of the seller or by issuing a cashier's check. Among 
the larger dealers of the city it is the custom to pay for cables 
on the day the transfer is actually effected abroad. This is 
accomplished by paying for the transfer on the contract date 
and making a rebate of the interest lost, provided the actual 
transfer is not effected the same day. On the other hand, 
it is the custom in dealing with sellers who are not well known 
to pay for the exchange only after advice is received by cable 
stating that the transfer has actually been made abroad. 

The transaction is handled in much the same manner as 
an ordinary payment. The instructions come to the foreign 
teller's department from the traders in the form of a bought 
contract slip. A distinctive type of contract slip is provided 
for direct, brokerage, and arbitrage contracts, so that they 
may be readily distinguished. In making a future bought 
contract the bank pays the seller at maturity of the agreement. 
The traders hold the contract slip until the time of payment 
arrives, then they forward it to the foreign tellers who handle 
it just as they would a spot contract. 

The purchase of foreign exchange in New York is really 
the purchase of a portion of a foreign bank balance. The 
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foreign bank holding the balance debits the seller of the 
exchange and either credits the purchaser's account or makes 
a remittance to a second foreign bank according to the orders 
of the purchase. The seller cables the foreign bank to make 
the transfer. In addition the purchaser sends a letter or cable 
instructing the foreign bank to receive the deposit and either 
to hold the amount or to dispose of it in the manner desired. 

Purchase and Sale of Foreign Money 

It is not the policy of the bank upon the practices of which 
this is written to deal actively in foreign money, but as a service 
to customers it undertakes to purchase their requirements and 
make sales to them. Transactions of this sort are made with 
foreign money brokers of the city. 
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CHAPTER XVIII 

TRADING IN FOREIGN EXCHANGE 

The Foreign Exchange Market 

In preceding chapters the various types of foreign exchange 
transactions passing through the bank have been described. 
The plan has been to discuss each of these transactions along- 
side the better understood domestic transaction which it most 
resembles. In addition to these transactions there are others 
connected with international banking which have no direct 
parallel in the domestic field. These consist of purchases and 
sales of foreign exchange in the open market. This market 
comprises the dozen or more large banks and other dealers 
in foreign exchange in New York City, and also includes 
banks doing a foreign exchange business in other cities of 
the United States and in all parts of the world. Large inter- 
national business houses having deposits in various centers 
abroad also constitute a part of this market. Open-market 
operations are always in large amounts and are consummated 
generally by cable, telegraph, or telephone. In New York 
City, brokers play an important part as intermediaries between 
the dealers in foreign exchange and some of them enter engage- 
ments on their own initiative. 

The bank is represented in this open market by the foreign 
exchange traders. In addition the traders have the function 
of quoting rates for the use of other departments of the bank 
and for the information of clients, especially other banks. 

It would be futile to attempt to explain trading in foreign 
exchange within a single chapter of a book of this sort. Such 
trading is a profession requiring years of experience for the 
attainment of skill. It would be equally out of place here 
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to discuss the theory of foreign exchange concerning which 
volumes have already been written on the subject. Hence, 
in succeeding pages only some of the general features of 
foreign exchange trading and related activities will be dis- 
cussed. 

The Work of the Foreign Traders' Department 

The work of the foreign traders' department divides itself 
along three distinct lines : 

1. The actual operations of purchasing and selling ex- 

change, quoting rates, etc., performed by the traders 
themselves. 

2. Keeping the position sheets. 

3. Keeping the "due from foreign banks" ledgers. 

I. Trading Operations — Nature of Foreign Exchange Business 

Dealing in foreign exchange consists in essence in trading 
in foreign bank balances. Purchases of foreign exchange 
consist merely in purchasing items drawn in foreign currency 
and payable abroad. These items are remitted to foreign banks 
where they are collected or discounted and credited to the 
account of the sending bank. Balances built up in this way 
constitute the sending bank's supply of exchange, and they are 
built up largely from commercial bills purchased from or col- 
lected for customers. In the open market, bankers' bills, 
including cable transfers, may also be bought. Sales of ex- 
change consist of sales of bankers' bills (cables, letter pay- 
ments, drafts, foreign currency import credits, etc.) against 
the balances built up in this way. 

Foreign Exchange Rates 

The price of foreign exchange is expressed in terms of 
the amount which a single monetary unit of a foreign country 
will command in terms of local currency. Thus a quotation 
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of 19 cents for franc exchange means that the bank or broker 
making the quotation is willing to buy or sell, as the case 
may be, bills drawn in francs and payable in France at the 
rate of 19 cents per franc. 

Rates of exchange usually refer to prices of bills of 
exchange. Such rates are termed "commercial parities." Con- 
trasted with commercial parities are mint parities, which refer 
to the ratio of the bullion content of a unit of the standard 
money of a foreign country to the bullion content of the local 
monetary unit, alloy being disregarded. 

Thus the British pound sterling contains 113.002 grains of 
pure gold and the United States dollar has 23.22 grains. For 
example, to find the mint parity of sterling exchange it is neces- 
sary merely to solve the following proportion: 

23.22 : ii3.cx)2 = I \x 

113.002 
;r = -^ — = $4.8665 
23.22 

It is apparent that the mint parities of exchange are fixed 
rates since the metallic contents of the monetary units of the 
various coimtries are fixed. The commercial parities, on the 
other hand, fluctuate with demand for and supply oi bills of 
exchange. The foreign exchange dealer is not particularly 
concerned with mint parities except in connection with gold 
shipments which will be described presently. The main interest 
is in the commercial parities. 

Factors Influencing Movements of Exchange Rates 

Movements in foreign exchange rates are due both to broad 
underlying factors and to momentary conditions. In trading 
both have to be taken into consideration. The broad factors 
influencing movements in exchange rates are: 

1. Exports and imports of merchandise. 

2. Remittances for freight, insurance, etc. 
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3. Remittances for expenses of tourists and travelers. 

4. Remittances made by immigrants to their home coun- 

tries. 

5. International loans. 

6. Payments for interest and dividends on foreign invest- 

ments. 

7. Gold movements. 

As between any two countries, undoubtedly the most im- 
portant factor influencing the foreign exchange market is the 
movement of merchandise. Exports bring into the local 
market a supply of bills drawn upon buyers in the country 
to which the shipment is being made. They increase the 
supply of exchange and therefore tend to depress the market. 
Imports, on the other hand, create a demand for bankers' bills 
to be remitted abroad in settlement and they tend to raise tlie 
market. If, therefore, a country passes through a period of 
unfavorable trade balance, i.e., if for considerable time its 
imports exceed its exports, exchange on other countries will 
be high in its market, while if it has a favorable trade balance 
foreign exchange will be low. Between two countries mer- 
chandise shipments tend to depress the exchange of the buying 
country *and to elevate that of the selling country. 

The foregoing statement, however, needs modification. 
There are other factors than foreign trade operating to influ- 
ence the foreign exchange market. First should be mentioned 
payments for freight, insurance, and other services. If a 
country is a large owner of ships and has insurance companies 
doing an extensive overseas business the effect on the exchange 
market is just the same as though the amount earned from 
these enterprises was added to that country's exports. The 
same is true of foreign investments. Those countries in which 
there is a large holding of foreign securities reap a reward 
in the form of interest and dividends, and these remittances 
tend to bolster the prices of the exchange of these countries 
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in foreign markets just as do exports. Likewise, remittances 
of immigrants to the home country and expenses of travelers 
visiting a country tend to bolster up its exchange rates in 
foreign markets. 

International loans may also influence exchange rates. The 
effect of interest and dividend payments on the exchange 
market have already been mentioned. Likewise, when a long- 
term loan is to be placed in a foreign market or is to be paid 
off, the necessity of moving the funds from one country to 
another, if it arises, will influence exchange rates tending to 
depress the exchange of the remitter and to increase rates on 
the exchange of the country receiving the funds. 

Short-term bankers' loans from one country to another are 
frequently employed. In a free market, capital flows quite 
readily to the center which will pay most for the use of it. 
If on a certain day bankers in Paris, for example, find that 
the interest rate for short-time loans in New York is 6 per 
cent while the rate in Paris is only 5 per cent they immediately 
send funds to be loaned in New York. Transactions of this 
sort are handled most commonly by having the American 
house which is to place the loan draw bills of exchange upon 
the foreign bank which desires to lend the money, sell these 
foreign bills in the New York market, and use the proceeds 
for the purpose of the loan. When the initiative in these 
operations is with the foreign bank, the bills are called "foreign 
loan bills." When a local bank initiates such a transaction 
and borrows ftmds abroad, the bills are termed "finance bills." 
This is merely a technical difference, however, and is not dis- 
cernible from the face of the bill. From the standpoint of 
the trader both have the same effect in temporarily increasing 
the supply of exchange. 

These international loans are for short terms, usually 90 
days, and at the end of this time the borrowing bank is obliged 
to go into the market to buy bills on the foreign point with 
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which to repay the foreign bank for the loan. These loan 
and finance operations therefore create only a temporary supply 
of exchange in the borrower's market which later changes 
into a demand for foreign bills. 

Gold Shipments 

Normally, foreign exchange transactions consist of traffick- 
ing in bills of exchange of various kinds and no actual cur- 
rency need be used. The bank builds up foreign balances 
largely by purchasing commercial bills drawn in foreign cur- 
rencies, and it sells exchange in the form of checks, cable 
transfers, and other forms of drafts drawn against these 
balances. At times, however, it may be more profitable to 
build up foreign balances by exporting gold coin or bullion 
to foreign banks. Conversely, foreign banks may find it more 
profitable to build up dollar balances in America by sending 
metal rather than bills of exchange. 

When gold may be freely had and shipped from one 
country to another without restriction, the exchange rates can 
never fluctuate very far as a result of inequalities in the supply 
and demand for bills. Equilibrium will be restored by ship- 
ments of gold. For example, if during the early summer 
months an American bank should find that its stock of pounds 
sterling abroad is running low owing to the demands made 
upon it by American importers of English cloth, hardware, 
etc., it may find that the cost will be, say, $4.91 for each 
pound sterling needed to replenish its balance. The cotton 
and grain bills have not yet come into the market and sterling 
is scarce; hence it will have to bid the market up. Rather 
than pay $4.91 for sterling bills it is to the bank's interest to 
restock itself instead. Either gold bars or United States gold 
coin, preferably the former, is used for making the shipment. 
The English bank receiving the shipment has the gold assayed 
and weighed and credits the shipper for the equivalent in 
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pounds sterling. In this way, the American bank can buy the 
metallic equivalent of an English pound sterling for $4.8665, 
the mint par decreed by law. If it costs 3 cents per pound 
sterling to ship the gold — ^which cost is made up of packing 
charges, cartage, freight, insurance, assaying charges abroad, 
and interest from the time the gold was purchased to the time 
that the banker abroad gave credit for the shipment — the net 
cost to the bank of restocking itself will be, roughly, $4.90 
per potmd sterling, or i cent cheaper than if it had bought 
the bills offered in the market at $4.91. From the American 
standpoint the price of exchange at which it becomes more 
profitable to ship gold than to buy bills of exchange is termed 
the "gold export point." 

If conditions were just the opposite and sterling depreciates, 
say, to $4.83, British bankers would find that their balances 
in dollars in this country would be costing them too much; 
that is, for every pound sterling expended in the market they 
would be increasing their balances by only $4.83 instead of 
arotmd $4.86, as is normally the case. They would therefore 
buy gold in England, getting $4.8665 worth for each pound 
sterling, and ship the gold. Their costs would be about 3 
cents per pound sterling and therefore they would never allow 
sterling to fall very far below $4.8665— .03, or $4.8365, if 
they are able to procure the gold. From the American view- 
point this is the gold import point and it marks the minimiun 
price to which sterling exchange may fall, provided there is a 
free movement. 

Foreign Exchange Rates and Gold Shipment Point 

Normally, foreign exchange rates fluctuate within the gold 
export and import points. Shipments of gold, however, are 
so closely related to bank reserves, rates of interest, prices, 
etc., that it is a settled policy with the central banking institu- 
tions of almost every nation to control such movements. 
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Furthermore, the various governments in time of economic 
stress, such as war, quite readily prohibit gold movements. 
Therefore, while in the chief countries of the world it is the 
boast that gold may be freely had for export or may be freely 
imported and changed into coin, in practice the matter does 
not work out that way. When the foreign exchange dealer 
most wants to obtain gold for shipment he finds it is not to 
be had. There are, then, certain influences which are strong 
enough to carry exchange rates beyond gold shipment points. 

As an example, the condition prevailing in the market for 
Spanish exchange in New York at the close of the Great War 
may be given. The mint parity of the Spanish peseta is 19.3 
cents in terms of United States money. The gold export 
point of the peseta would therefore be about 19.65 cents. 
After the armistice Spanish exchange was quoted in New 
York at above 20 cents per peseta. As would be expected, 
a shipment of gold from New York to Madrid was made. 
Although only a small amount was shipped the price imme- 
diately fell to a point substantially below the export point. 

Sometime afterwards a change in the elements affecting 
the exchange market depressed the price of pesetas to below 
17 cents. The gold import point is about 18.75 cents. The 
Bank of Spain, however, refused to release gold for export. 
As a result the price of pesetas in'New York remained sub- 
stantially below the import point 

A knowledge of these broad economic facts does not enable 
one to trade in foreign exchange, else foreign exchange traders 
would be more plentiful. The ability to trade consists largely 
in being able to sense the monetary trend of the market and 
take advantages of these tendencies. 

Receiving Quotations from Abroad 

Owing to the fact that communication between the various 
exchange markets and the transfer of funds from one to 
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another is so readily effected by means of the cable, the open 
market in foreign exchange is world-wide. The rate at which 
exchange can be bought or sold in New York, for example, 
depends largely upon the rates prevailing in such financial 
centers as London, Paris, Berlin, etc. London, however, is 
the foreign exchange center of the world and the traders as 
the first part of their day's work study particularly the latest 
developments in that market. 

The business day in Europe commences about 5 hours 
before the American day, so that trading is in full swing 
before the market here has opened up. The traders of the 
American bank are therefore in the fortunate position of being 
able to see a large part of the market in operation before they 
actually do any trading. This information is gleaned from 
quotations and market reports sent by cable from certain of 
the bank's correspondents and certain other dealers with which 
it trades. For the ready reference of the traders a parity 
sheet is prepared from the quotations coming from the foreign 
markets. 

The Parity Sheet 

The parity sheet consists of a tabulation of the rates of 
the chief foreign exchange markets of the world expressed 
in the nomenclature of the American market. Space is pro- 
vided on the parity sheet for entering the quotations of Lon- 
don, Paris, Belgium, Italy, Holland, and Berlin, in detail, 
while those of other markets are shown in more condensed 
form. For any one of the chief foreign exchange centers the 
parity sheet shows the cable rate and the items which must 
be added to obtain the demand rate, and the rates for 30-, 
60-, and 90-day commercial drafts. The parity sheet also 
shows the discount rates for commercial paper prevailing in 
each foreign market. 

Foreign rates are received by cable at different times as 
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the day*s trading progresses. As the changes come in, cor- 
responding entries are made on the parity sheet. The parity 
sheet thus at any time of the day furnishes the traders with 
a composite picture of the foreign exchange market of the 
world and its tendencies. 

Quotation of Foreign Exchange Rates 

In this connection it may be well to describe the method 
of computing the commercial parities and the system used in 
quoting foreign exchange rates in the United States. The 
foreign financial centers quote the exchanges in terms of their 
own currencies. For example, London cables quote so many 
francs, lire, etc., to the pound sterling. The traders in New 
York are interested in the value of these exchanges in terms 
of the dollar, and they have the dollar equivalents, or so-called 
market parities, computed as a basis for entry on th^ parity 
sheet. If sterling was worth $4.85 in New York at the 
close of the day before and the London cables state that 
I potmd sterling will buy 25 francs, the traders simply divide 
25 by $4.85, which gives 5.155, the number of francs which 
a dollar will buy. This rate is entered in the space for French 
exchange on the parity sheet. Similar computations are made 
for Belgian and Swiss francs and for lire, for these currencies 
are quoted in the United States as so many francs or lire to 
the dollar.^ 

The pound sterling, mark, peseta, krone, and others, how- 
ever, are quoted as so many cents to the foreign monetary 
unit, which is quite a different matter. Thus the sterling rate 
is expressed at $4.86 to the pound, the mark at 23 cents, the 
peseta at 19 cents, etc. To arrive at these figures the opposite 
viewpoint is adopted. Instead of computing the number of 



>At the tim« of writing a movement that had been started by prominent bankers 
to quote franc and lire exaianse in terms of cents has been brought to a successful 
iastte. All quotations made in New York City are now in terms of dollars and cents 
per unit of foreign currency. 
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foreign units which a dollar will buy, the number of cents 
which the mark, peseta, etc., will purchase is computed. Thus, 
if the London rate states that 20 marks will buy i pound, and 
therefore $4.85, i mark will be worth one-twentieth of $4.85, 
or .2425 cents. 

When francs or lire are low, it takes more of them to 
make a dollar and the rate is a larger number. When sterling, 
marks, kroner, etc., are low, they are worth fewer cents and 
the figure is a smaller one. This difference in the method of 
quoting the rates is often confusing to the layman. 

Classes of Quotations 

Each quotation is divided into several classes according 
to the types of bills involved. The most common classes are 
as follows: cables, demand or checks, 30-day bills, 60-day 
bills, and 90-day bills. The cable rate refers to the price of 
a cable transfer and it expresses most nearly the exact market 
relation between two currencies. It is, of course, the highest 
rate because a bank selling such a transfer does not have the 
use of the funds involved for any appreciable length of time. 
Its account abroad is charged with the amount of the transfer 
within a few hours after it receives the selling price from the 
customer. Viewed from another standpoint the higher rate 
for cable transfers represents the price which the purchaser 
must pay for the privilege of using his funds right up to the 
moment that his payment falls due abroad, and taking ad- 
vantage of any intervening fluctuations in the rates of 
exchange. 

The quotation on demand exchange, or checks, refers to 
the price of items drawn payable at sight or on demand. The 
rate for 30, 60, or 90 days' exchange refers to the price of 
bills drawn payable 30, 60, or 90 days after date or sight. 
Each of these rates will necessarily be lower than the rate for 
cables in proportion to the additional time involved. 
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In addition to the trend of the exchange markets abroad, 
which finds expression in the parity sheet, the local market is 
also studied for the latest developments here before any policy 
for the day is decided upon. This is done by interviewing 
the brokers who come in during the early part of the morning 
with offers to buy and sell. 

Quoting Rates 

The policy of the bank having been decided upon, the 
traders are ready to quote the rates at which they will deal 
in exchange. These rates are of two classes: the buying rate, 
or that which the bank offers to pay for exchange, and the 
selling rate, or that at which it will make sales. New York 
City customers receive these rates by calling over the telephone, 
by sending their brokers, or by calling in person. Telephone 
calls are of such great volume that a force of telephone clerks 
is required to answer them. The domestic clients of the bank, 
composed of banks and large exporters throughout the country, 
receive the quotations by telegraph, and the foreign customers 
in various parts of the world receive them by cable. Many 
of these customers have standing instructions with the bank 
requesting that the rates on certain currencies be sent them 
at stated times. These instructions are kept on a set of rate 
cards, one card for each client. The rates are sent forward 
by writing them upon the cards which are sent to the telegraph 
and cable department from which messages are despatched. 

Rates quoted to the above classes of customers constitute 
what are termed "service rates.'* They are intended merely 
to give information regarding the state of the market to such 
customers as request the bank to do so. The bank sends these 
quotations without charge, as a banking service. Distinct 
from service rates are firm rates. These are actual offers 
on the part of the bank to buy or sell at the rate quoted. Firm 
rates are quoted only on special application. 



Digitized by 



Google 



TRADING IN FOREIGN EXCHANGE 475 

Handling Orders to Buy and Sell Exchange 

These quotations which the traders have distributed among 
the customers of the bank soon begin to bring results 
in the form of orders to purchase or sell exchange. In addi- 
tion, the wires are kept busy with offers to purchase or sell, 
coming in from out-of-town dealers and from local brokers. 
Many of the latter visit the traders' department in person to 
submit bids and offers. Out of this great mass of orders, 
bids, and offers the traders make their contracts. 

The term "contract" as used in the parlance of the foreign 
exchange market must not be construed to mean a formal 
document signed by both contracting parties. At best the 
agreement will generally take no more formal shape than that 
of telegrams or cables passing between the two parties— one 
message constituting the offer and the other the acceptance. 
Engagements are most frequently entered into orally to be 
confirmed immediately in writing. For that reason the in- 
tegrity of the individual dealers many times constitutes the 
only protection of the bank. Contracts are entered into, there- 
fore, only with such parties as have had previous dealings 
with the bank or as have come properly introduced. 

Purchase and Sale Book 

When a transaction has been completed the details are 
entered upon the contract slip with which the reader has 
already become familiar in the work of the foreign tellers. 
The trader who made the transaction initials this slip and 
entry is then made in a purchase and sale book. This book 
has a section for each foreign currency, the bought contracts 
being entered on the left-hand page and the sold contracts on 
the right-hand page. It is consulted from time to time during 
the day for the purpose of determining the volume of business 
transacted and in connection with the position sheet, to ascer- 
tain the state of the foreign balance. Each entry shows the 
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name of the contracting party, the kind of contract — ^whether 
it be demand or future — the amount, and the rate. Each 
line and therefore each entry in the book has a number. This 
number is stamped upon the contract slip in order that it may 
readily be traced in case of need. After a convenient number 
of transactions have accumulated they are delivered to the 
foreign teller's department or to the foreign discount depart- 
ment against receipt, where they are executed in the manner 
already described in the previous chapter. 

Spot and Future Contracts 

Foreign exchange contracts are made either for spot or 
for future delivery. A future contract differs from a spot 
contract only in that delivery and payment for the sum in- 
volved is to take place at a stated future time. Within the 
traders' department future contracts are handled in every 
respect like spot contracts, being entered upon the same con- 
tract slips and recorded side by side in the same book. In 
ascertaining the total amount bought or sold, both spots and 
futures are added together and regarded as one lump sum. 
While spot contracts are sent to the foreign tellers to be 
executed immediately, future contracts are confirmed, filed 
away, and sent to the tellers on the day of maturity. 

The future contract in foreign exchange is a very useful 
device for exporters and importers who have a constant use 
for quantities of foreign exchange. The manner in which 
merchants employ these future contracts and the way in which 
the bank handles them can best be illustrated by an example. 
A clothing manufacturer imports f 10,000 worth of wool every 
month from Australia. To enable him to carry on his business 
on a fixed basis for the ensuing year, that is, to compute his 
costs, his selling price, and his profits in advance, he 
must know what the sterling exchange with which he is 
to pay for his raw material will cost him. Accordingly he 
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contracts with his bank to buy the necessary £10,000 each 
month for 12 months. Suppose that the state of the exchange 
market is such that the bank expects higher rates in the future. 
It quotes the importer a certain rate for his January instal- 
ment, a slightly higher rate for his February requirements, 
a still higher rate for the i 10,600 to be sold him in March, 
and so forth on a sliding scale for the whole year. Thus 
the importer is able to know in advance just what each monthly 
shipment for the ensuing year will cost him. 

In dealing in futures the bank does not act as a speculator 
in exchange. It covers each sale by an immediate purchase 
of a like amoimt of exchange and vice versa; hence it does 
not enter into a contract for future delivery unless it knows 
in advance that it can buy cover immediately. Cover is not 
generally procurable for a longer period than one year ; there- 
fore future contracts for a longer period are seldom met with ; 
in fact the majority of futures are for a period of 6 months 
or less. 

The purchase of cover for a future sold contract takes 
the form of a purchase of exchange for future delivery to 
the bank. Such a purchase of a future serves the same 
economic function as the sale of a future. Let it be supposed 
that an American exporter has contracted to ship foodstuffs 
to Great Britain amounting to £10,000. each month. The 
exporter is interested in knowing what price he will be able 
to obtain for the sterling bills which he draws upon his cus- 
tomer in order that he may intelligently fix his selling price. 
Accordingly he enters into an agreement with his bank 
whereby the latter agrees to purchase his bills at a certain price 
for each month's delivery. 

Thus as the given instalment of the. future sold contract 
matures, the bank meets its obligations to furnish sterling to 
the purchaser by means of the sterling brought in by the 
maturing instalment of the future bought contract. The bank's 
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profit from the transaction consists in the difference between 
its sold rate and its bought rate, and since both contracts are 
entered into practically at the same time, based on the existing 
rate of exchange, the bank's profit is in no wise affected by 
subsequent fluctuations in the exchange rates. 

Arbitrage Transactions 

Since the bank buys and sells in ail the markets of the 
world and since it has information as to the rates at which 
exchange can be bought and sold in all these markets, it is 
frequently enabled to purchase exchange in one foreign market 
for sale in another at a profit, and it is also frequently able 
to purchase its requirements in one kind of foreign currency 
through an intermediate market rather than direct. Operations 
of this sort are termed "arbitrage" transactions. 

Arbitrage transactions in foreign exchange can best be 
explained by the use of an illustrative example. Let it be 
supposed that on a given day marks can be sold in the New 
York market for 23.5 cents. At the same time the New York 
dealer can purchase sterling at the rate of $4.85 per pound 
and he can buy marks in London at the rate of 20.8 marks 
per pound sterling. Should a bank in New York desire to 
accumulate a stock of marks by direct dealing, it is apparent 
that the cost would be 23.5 cents per mark, i.e., the New York 
rate. The bank can, however, buy i pound sterling for $4.85, 
and with each pound sterling it can purchase in London 20.8 
marks. Since 20.8 marks can be purchased for $4.85, in this 
way, the cost of i mark will be $4.85 divided by 20.8, or 
23.3 cents. By purchasing its stock of German exchange in 
this roundabout way the New York bank can reap a profit of 
.2 cents per mark, i.e., the difference between the direct rate 
23.5 cents and the arbitrage rate of 23.3 cents. If the transac- 
tion involves a large quantity of exchange, as is usually the 
case, this margin results in a handsome profit for the bank. 
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In practice the arbitrage transaction takes a variety of 
forms. Instead of three markets being involved, there may be 
a kirger number. Any foreign currencies may be involved 
although the pound sterling is almost always used as one of 
them, since this currency enjoys such a wide market. The 
essence of the arbitrage transaction is, however, the same in all 
cases. It consists in buying a commodity, i.e., foreign ex- 
change, wherever it can be bought cheapest and disposing of 
it wherever the best price can be obtained. 

From the standpoint of the foreign exchange market as 
a whole the possibility of engaging in arbitrage transactions 
acts as a constant force toward the equalization of exchange 
rates in aU markets. As soon as rates show signs of sagging 
in one market foreign exchange dealers from all outside points 
flood this market with orders, and as a result of the increased 
demand the rates advance. Likewise in a market which shows 
signs of advancing, traders from outside markets make exces- 
sive offerings of exchange through their arbitrage transactions 
until the increased supply forces the rates down to the common 
level. 

2. Keeping the Positions 

In order to carry on their operations to the best advantage 
the traders must know positively and quickly not only where 
the bank has funds available abroad and the amounts as of 
the given day, but also what the status of the balance will 
be on future dates as a result of deposits and withdrawals 
which are in transit on the mail steamers, and as a result 
of the future contracts which have been entered into. The 
due from foreign banks ledgers, which contain the foreign 
currency balances, do not give this detailed description. These 
are merely memorandum accounts used for checking the en- 
tries made to the actual accounts kept by the foreign banks. 
They leave out of account entirely the future contracts which 
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have not yet matured. Entries in these books are made as 
of the date that the transactions are consummated here, not 
as of the date when the entries are actually passed to the 
accounts abroad. Moreover these ledgers are always a day 
behind time, for they are built up from debit and credit tickets 
drawn in the various departments the preceding day. To 
fill the need for information of this sort two "position sheets" 
— ^the sight position and the cable position — are kept 

The Sight Position 

The object of the sight position is to show the amount 
of foreign currency available for drawing by means of sight 
drafts and those of longer maturity. The sight position lumps 
all the due from foreign banks accounts in a particular country 
together and simply lists the total stock of each currency on 
hand at the beginning of the day, the purchases and sales of 
exchange made during the day, and the new balance resulting 
in each currency. Credit balances are shown in black ink, 
while debit balances representing overdrafts are entered in red 
ink. Not including the cable transactions, the purchases are 
composed of bills of exchange which have been purchased and 
the sales consist of foreign drafts which have been sold. These 
bills and drafts go abroad on the same mail steamer, and 
therefore the sight position shows the status of the balances 
abroad which would result if this last steamer arrived safely 
abroad and if no further purchases or sales of exchange were 
made in the meantime. This position is accordingly a sort 
of gross inventory of the stock of foreign exchange classified 
by currencies. 

The Cable Position 

The object of the cable position sheet (Form 80) is to 
show the balances available abroad for drawings by cable, 
together with the changes in these balances, which will result 
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as items in transit reach their destination. This position is 
kept in detail according to foreign banks with which deposits 
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Form 80. Cable Position Sheet, (Size 2j% x 18}^.) 

are maintained. On a given date in the designated column 
opposite each bank's name appears that day's balance available 
for cable transfers; in the following column appears the net 
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debit or credit changes which will occur in the balance on 
the following day. These changes are computed in the follow- 
ing manner : to the deposits in transit due to arrive on that day 
are added the bought cable transfers value date as of that 
same day. This gives the total credits in prospect for that 
account for the given day. The total prospective debits for 
any day are obtained by adding to the draft advices and other 
debits in transit due to arrive on that day all cable transfers 
sold with value date as of the same day and the amounts 
required to meet maturing drafts drawn under the bank's 
import commercial credits and accepted by the given foreign 
correspondent. The difference between the total debits and 
the total credits gives the net change to be expected on the 
given day. This amount appears in the proper date space 
in red ink if a net debit, and in black ink if a net credit. 
In a similar way each of the succeeding columns to the 
right contains the net change to be expected in the foreign 
account on each future date up to 15 days. Today's column 
therefore always shows the balance of the account as it appears 
upon the correspondent's books, so far as the bank is able 
to determine it. Succeeding columns show the accretions to 
or deductions from this balance which will result from transac- 
tions already entered into by the bank. To determine the 
prospective balance of a future date it is necessary merely 
to add today's balance to the net change in prospect for the 
intervening period of time. 

The Classification of the Balances According to Maturity 
Dates 

The entries upon the position sheet and the classification 
of the foreign balances according to maturity dates is accom- 
plished in the following manner: Disregarding cable transac- 
tions for a moment, all letters applying to purchases and sales 
of exchange made on a certain day are sent abroad on the 
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same mail steamer. From die outgoing mail department the 
exact date when that steamer will arrive abroad is ascertained. 
From these data a set of steamer sheets each of which is labeled 
at the top with the name of the steamer and the day on 
which it will arrive abroad is prepared, ' Each of these sheets 
contains a number of sections representing miniature due from 
banks accounts. The material for postings to these accounts 
comes in the shape of reports from the various foreign depart- 
ments, showing the purchases and sales of exchange classified 
by the foreign accounts to which they apply. These figures 
are transposed to the steamer sheets, each entry to its particular 
account, and the net change, whether debit or credit, resulting 
in each account from the material carried on this steamer is 
ascertained. 

These balances are posted in round numbers by thousands 
in a position book. This book may be described as a ledger 
containing the position account with each foreign correspond- 
ent of the bank. In this book the accounts are divided sec- 
tionally by days. In posting from the steamer sheets the 
entries are transferred to the debit or credit side of the 
particular correspondent's account and this entry is placed in 
the date section corresponding to the day when mail from 
the particular steamer is expected to reach the correspondent. 
Cable transfers, both bought and sold, are posted directly to 
the position book as of the value date specified in the cable. 
Amounts required to meet payments against the bank's com- 
mercial credits are also posted to this book. This book there- 
fore shows each foreign balance divided into sub-balances 
according to the dates on which the component parts of the 
balance become available by cable. 

These sub-balances are then posted to the cable position 
sheet, each in the corresponding date column and opposite the 
name of the proper bank. The sub-balances derived in the 
same manner on the following day are entered in the space 
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just above, a single sheet sufficing for one week and the latest 
balances appearing at the top. 

Documents Payment Accounts 

Bills of exchange which are to be paid before the accom- 
panying shipping documents are surrendered have no determin- 
able maturity date so far as the bank is concerned, inasmuch 
as the consignee is usually given a certain length of time in 
which to make payment. Usually he is given 30, 60, or 90 
days in which to pay his draft, and payment before the 
stipulated time is rewarded by a rebate of interest. The bank 
has no way of knowing when these payments are made abroad; 
hence record of such remittances is made in a special Docu- 
ments Payment account which appears on the steamer sheets, 
in the position book, and on the cable position sheet merely 
as a potential balance. From time to time the foreign banks 
holding such bills cable the amounts which have been taken 
up and credited to the bank's account. Upon the receipt of 
these cables these credits are posted to the proper date column 
in the regular manner. 

Bills Held in Portfolio 

As a general rule all foreign bills of exchange purchased 
by the bank are sent abroad with the instructions that they 
be discounted and placed to the credit of the bank's accotmt 
immediately. At times, however, when the discount rates 
abroad are unfavorable and change for the better is anticipated, 
a portion of the bills — ^generally the long-term ones — are sent 
with instructions to the foreign correspondent to hold them 
in portfolio. Then when the discount rates abroad become 
favorable, the bank cables that the bills be discounted, thus 
obtaining a greater net balance than if the bills had been 
discotmted immediately. These portfolio accounts are also 
shown separately on the position sheets. 
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Many foreign banks keep bills in foreign portfolio, more 
particularly as reserves to be thrown upon the market when 
the exchange rates of their currency become unfavorable. By 
this means they prevent their rates from dropping below the 
gold export point and thereby conserve their gold reserves. 
In the United States, however, gold movements are regulated 
by the federal reserve banks, theoretically at least, by raising 
or lowering the discount rate as the case may require and no 
significance attaches itself to the portfolio accounts of the 
American bank, save that mentioned in the preceding 
paragraph. 

Use of the Positions 

Both the sight and the cable positions are completed at 

the close of each day and are handed to the traders in the 

, morning who guide their policies accordingly, replenishing the 

balances that are running low at the expense of those which 

are becoming excessive. 

This work of replenishing is done either by ordering the 
foreign correspondents holding excessive balances to make 
cable transfers to those with whom the balances are too low, 
or by directing the remittances of the next few days chiefly 
toward the low balances and making the sales of exchange 
out of the greater balances. The latter plan is carried out 
by making the necessary apportionments on the lists which 
are sent to the foreign discount department, the foreign collec- 
tion export department, and to the foreign tellers. The foreign 
discount department receives each week a list of the banks 
to which they are to send the bills which have come into their 
work and the foreign tellers likewise receive a list of the 
banks against which they are to draw their drafts, letter pay- 
ments, and cables. By means of these lists expensive over- 
drafts in certain accotmts and idle balances in others are 
avoided 
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The Future Book 

To show details regarding future contracts outstanding a 
future book is kept by the department. This book, which is 
divided into sections according to currencies, lists all future 
bought and sold contracts according to the months in which 
they expire. The pages are ruled to contain information show- 
ing the name of the party who bought or sold the future, 
the month in which delivery is to be made, the foreign cur- 
rency amount, the rate, the tenor, the dollar amount, and it 
contains a separate section at the right of the page for with- 
drawals showing when the withdrawals are made, the foreign 
currency amount, and the dollar equivalent. 

3. Due from Foreign Banks Accounts 

The position sheets show the approximate balances of the 
more important due from foreign banks accounts expressed 
in round numbers by thousands and quickly compiled from 
special reports sent to the traders by various foreign depart- 
ments. The due from foreign banks accounts ledgers contain 
detailed entries made from debit and credit tickets arising in 
the various departments, and they therefore show exact 
balances. 

The books for this section of the accounting work of the 
bank consist of the due from foreign banks account ledgers 
proper, the control ledger for these accounts, and a statement 
book. These books are divided into sections by foreign cur- 
rencies. All tickets applying to these records are sent at the 
end of each day by the various departments in which they 
originate to the ticket journal department, the workings of 
which will "be explained in subsequent chapters. This depart- 
ment then sends them on the following morning to the due 
from foreign banks control ledger where they are sorted 
according to banks and the dollar amounts posted in total. 
Entries in this book are made in dollars for the reason that 
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a report of the status of these accounts is sent daily to the 
general bookkeepers of the bank who are interested only in 
dollar amounts. The balances are recorded in the statement 
book in round numbers by thousands for reference by the 
traders of the bank. From the control ledger the tickets pass to 
the ledgers proper to be entered in detail. Here the date of the 
entry, the steamer date, a brief description of the item, the 
rate, the tenor, terms, number of the item, due date, value date, 
foreign money (net amount), foreign money (face amount), 
and the amount in dollars are entered. 

Every entry posted relates to a foreign currency item and 
the bookkeeping tickets give the amount in foreign currency, 
the rate, and the dollar equivalent. Both the foreign currency 
and the dollar amoimts are posted in the ledger. When a proof 
is made, therefore, two balances are to be checked. The 
amounts in foreign currency are compared in a rough way 
with the balances shown on the position sheets. The amounts 
in dollars are compared with the control ledger for the due 
from foreign banks accoimts. 

So far as possible all entries are checked against the original 
material from which the tickets originated, remittances sent 
forward by the foreign discount department are checked 
against the office copies of the remittance letters, cable trans- 
fers are checked against the cable copies, sales of foreign 
drafts and letter payments against the draft and letter pay- 
ment stubs, etc. When the advice letters are received from 
abroad stating that the accounts have been debited or credited 
as of certain dates for certain amounts, these advices are 
likewise carefully compared with the entries on the books. 
Occasionally this comparison brings out differences between 
records of the bank and its correspondents. In such cases 
adjustments are made. For example, in case a remittance 
is purchased with a certain value date and the bank abroad 
gives credit as of a later date, the party from whom the 
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purchase was made is requested to make good the difference 
in interest. 

The balances of these accounts are compared with the posi- 
tions twice a month and are reconciled regularly by the recon- 
cilement department with the balances reported from abroad. 
Every six months the stocks of foreign currency represented 
by the balances on the due from foreign banks ledgers are 
appraised at the prevailing market rate. The inventory figures 
so derived are compared with those of the previous half-year 
and show the profit or loss from trading during that period. 
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CHAPTER XIX 

THE BANK AS TRUSTEE, EXECUTOR, AND 
CUSTODIAN 

Trust Functions 

The operations described in the foregoing chapters are 
commercial banking ftmctions. Prior to the enactment of the 
Federal Reserve Act, national banks were authorized by law to 
exercise only commercial banking functions. An amendment 
to that act approved September 26, 19 18, permitted any national 
bank to apply for and receive permission from the Federal 
Reserve Board to engage upon all the trust functions exercised 
by state banks and trust companies in the state in which the 
particular bank is located, provided the exercise of such powers 
is not restricted by local statute. Since this amendment, 
national banks in constantly increasing numbers have taken 
advantage of the opportunity afforded them. 

Some of the trust functions which may be performed are 
the following: 

1. For individuals: 

Executor under a will 
Trustee under a will or deed. 
. Administrator of an estate. 
Guardian of the property of a minor. 
Committee of the property of incompetents. 
Custodian of securities and other property. 
Care of investments in real or personal property. 

2. For corporations : 

Trustee for bondholders under mortgage indentures. 
Trustee under other corporate agreements. 
489 
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Depositary under escrow agreements, voting trustee- 
ships, reorganizations or adjustment agreements, 
subscriptions to stocks or tx)nds, and of claims 
against bankrupts. 

Transfer agent. 

Registrar of securities. 

Fiscal agent, paying dividends, coupons, and prin- 
cipal of bonds and notes. 

Fitness to Act in Fiduciary Capacity 

Little need be said in support of the pre-eminent fitness 
of a national bank to act in a fiduciary capacity. The advan- 
tages are obvious. The bank has practically perpetual exist- 
ence and may engage in undertakings requiring an indefinite 
period of time for consummation with the assurance that it 
will be in a position to complete its task. It has a regular 
place of business, its hours are fixed, it does not take 
vacations, and it is unlikely to abscond or speculate with funds 
or render false accounts. A bank's business is handling finan- 
cial matters, and from practice it becomes expert in all the 
complex details connected with trust affairs. Its business is 
of sufficient volume to permit it to employ specialists for each 
section of the financial field which it covers. 

The principal business of the trust department of a bank 
is to attend to the fiduciary matters entrusted to its care ; it is 
never too busy with other affairs, as is so often the case with 
individuals, to give the proper attention to business placed 
under its charge. Fiduciary matters are held by the bank 
sacred and confidential. 

The safety of a bank is a consideration of prime impor- 
tance. The trust department of a national bank is hedged 
about in its activities by state and national law and in addition 
its affairs are subject to rigid examination by both state and 
national examiners. In New York, as in most states, a bank 
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having trust powers is required to deposit securities represent- 
ing lo per cent of its capital with the state banking department 
to guarantee the faithful performance of its duties. Perhaps 
die most important guarantee of all, however, is the reputation 
of the bank. Behind all these legal requirements and behind 
the capital and surplus of the bank stands its most important 
asset — ^the good name which it has carefully built up through 
years of fair and honorable dealings. 

Organization of Trust Department 

As has already been indicated national banks derive their 
authority to operate trust departments from the Federal 
Reserve Act which gives the Federal Reserve Board power 
"to grant by special permit to national banks applying therefor, 
when not in contravention of state or local law, the right to 
act as trustee, executor, administrator, registrar of stocks and 
bonds, guardian of estates, assignee, receiver, committee of 
estates of lunatics, or in any other fiduciary capacity in which 
state banks, trust companies, or other corporations which come 
into competition with national banks are permitted to act under 
the laws of the state in which the national bank is located." 

It is further provided that ''in passing upon applications 
for permission to exercise the powers enumerated in this sub- 
section, the Federal Board may take into consideration the 
amotmt of capital and surplus of the applying bank, whether 
or not such capital and surplus is sufficient under the circum- 
stances of the case, the needs of the community to be served, 
and any other facts and circumstances that seem to it proper, 
and may grant or refuse the application accordingly, provided, 
that no permit shall be issued to any national banking associa- 
tion having a capital and surplus less than the capital and 
surplus required by state law of state banks, trust companies, 
and corporations exercising such powers." 

Preliminary to the opening of a trust department and 
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following the granting of permission to do so, it is necessary 
for a national bank to establish by resolution of its board of 
directors a separate department of the bank imder officers 
whose duties are prescribed by the directors. The directors 
are required to designate two or more officers or employees 
to have charge of trust securities. These employees are 
required to furnish bond for the faithful performance of their 
duties. 

When the trust department is opened its books and records 
are required to be kept separately from those of the bank 
proper and a separate account is established in which trust 
funds in cash are deposited. If such funds are treated as 
a general deposit of the bank, the bank must secure them with 
a deposit of United States bonds or other approved securities 
lodged with the trust department. Securities and all assets 
other than cash held in a fiduciary capacity must be kept 
separate from those of the bank itself, and those of each 
trust separate one from another. 

Investment of Funds 

Trust funds are invested according to the provisions of the 
will or deed under which they are held or, in the absence 
of specific directions, according to state law. Discre- 
tionary power of investment may be lodged with the bank. 
Investments left to the discretion of the trust department of 
the National City Bank of New York are made with the 
approval of a special committee of the bank's board of 
directors. When no special direction is given as to invest- 
ment, trustees in New York are required to invest in securities 
which are legal investments for the funds of savings banks. 
A list of such securities is prepared at intervals by the state 
banking department. 

When a client desires to free the trustee from this 
limitation, this wish is stated in the will or deed. Frequently 
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the donor gives very broad powers of investment to the trustee 
bank, permitting it to retain investments in the form in which 
the estate or trust is delivered and relying upon it to exercise 
its absolute discretion in the selection of securities when rein- 
vestments are necessary. When the donor is living it is 
frequently provided that he shall be consulted as to new invest- 
ments. Under trusts from courts, investments are generally 
made with the approval of the court tuiless the court by 
general order gives authority or the law covers investments 
by fiduciaries, as is the case in New York. 

The trust department of a national bank may not receive 
deposits of current ftmds subject to check, bills or items for 
collection or exchange. No loans may be made to officers or 
employees of the bank. Banks do not draw wills or legal 
papers. In the state of New York it is unlawful for a cor- 
poration to practice law or give legal advice. 

Kinds of Trust 

Each trust presents peculiarities of its own. Individual 
service is a characteristic feature of all trust work; hence 
the work of the trust department does not lend itself to ready 
classification. Some of the more frequently used forms of 
trusts may be considered. 

Trusts may be divided along general lines into two classes: 
corporate, and individual. Corporate trusts include those 
activities carried on in connection with the financial affairs of 
a corporation. Corporate trust work has developed until it 
extends to practically every financial need of large business 
enterprises, including as it does: acting as trustee under mort- 
gages and similar agreements; as depositary under escrows 
and reorganizations; as paying agent for dividends, coupons, 
and the principal of bonds and notes; as transfer agent and 
registrar of stocks, bonds, and notes; and as receiver, fiscal 
agent, and attorney. 
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For an individual the bank acts as tnistee under voluntary 
trusts made by a person during his lifetime, for a specific 
purpose, such as the support of a relative, a charity, or the 
education of children. A bank may be executor of a will and 
also serve as trustee of funds left under it after the settlement 
of the estate. It may act as administrator by court appoint- 
ment at the request of heirs when there is no will, or as 
guardian of the property of minors. The bank may also care 
for securities, relieving the holder of responsibility for their 
safe-keeping. 

Trustee under Mortgages 

Since New York City is the chief market in America for 
floating bond issues, it is natural that a considerable part of 
the large New York bank's corporate trust activities should be 
devoted to handling trusts created by mortgages or trust in- 
dentures made to secure bond issues. 

In a transaction of this sort the borrowers vest the 
trustee with title to property for the benefit of security-holders. 
The property involved may consist of securities, or of real 
estate or equipment; or it may be in other forms. If the 
assets pledged consist of securities the mortgage is described 
as a "collateral trust." The securities pledged are put in nego- 
tiable form or registered in the name of the trustee. The 
duty of the trustee is to carry out the provisions of the mort- 
gages. If substitutions of collateral are permitted the trustee 
takes note that the security of the issue is preserved. Col- 
lateral trust mortgages usually provide that the borrowing 
corporation shall maintain a certain margin of collateral. In 
the interests of the security-holders, the trustee, if occasion 
requires, calls attention to this requirement. In handling mort- 
gages other than collateral trusts the borrowing corporation 
retains possession of the property pledged, so long as it com- 
plies with the term3 of the trust. In case of default under 
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either type of trust, however, it becomes the duty of the 
trustee to act in the interests of the security-holder in such 
manner as the mortgage may direct. 

In acting as trustee under mortgages securing bond issues, 
the bank takes custody of and makes deliveries of the bonds. 
The practice varies with the particular issue. In some cases 
the entire issue is to be delivered at the time the mortgage 
is executed. Frequently, however, deliveries are to be made 
in instalments, either periodically or when stated requirements 
have been complied with. The terms of a mortgage may 
require that prior bonds be retired out of the proceeds of 
the pending issue. 

The trustee under a mortgage securing a bond issue, acts 
under the sinking fund provisions of the mortgage, if any 
exist. The proper amount must be set aside and disposition 
made of the ftmd. The mortgage may provide for retirement 
of a part of the issue by annual drawings, or may permit 
the retirement of a part of the issue at the option of the 
issuing corporation. In an instance of this sort the trustee 
arranges the drawings by lot and publishes the numbers called. 
In other cases the trustee invests the sinking fund instalment 
in interest-bearing securities for the benefit of the security- 
holders, or it may purchase a portion of the issue in the open 
market. 

The final duty of the trustee in connection with mortgages 
securing a bond issue is to attend to the details of releasing 
the security to the borrower upon retirement of the issue. 
Under car trusts, equipment trusts, and similar liens, it is 
generally required that the borrowing corporation retire a 
portion of the issue from current earnings each year. Other 
mortgages require that the bonds be retired serially. When 
bonds are paid off, the release of the lien is recorded in the 
various places where the mortgage is on record and the retired 
bonds are canceled and destroyed. 
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Depositary under Plans of Reorganization 

When a corporation defaults in its obligations it is ob- 
viously to the interests of the security-holders that the business 
be kept intact and that it be restored to a paying basis if 
possible. In other words, the security of mortgages based 
upon corporate property lies not only in the physical value 
of the property, but also upon its value in use by a going 
concern. Therefore it has become the custom to reorganize 
defaulting concerns; the reorganizer adjusts the claims of the 
various creditors and restores the business to a better financial 
standing. 

In reorganizing a corporation a reorganization committee, 
consisting of a few of the principal security-holders, is formed. 
All security-holders are then called upon to deposit their 
holdings in trust pending the formulation of a reorganization 
plan or other concerted action to protect their interests. The 
trustee delivers to the holders temporary receipts for the securi- 
ties surrendered; afterwards it delivers permanent receipts 
which are negotiable on the exchange upon which the issue 
is listed. 

The trustee bank frequently assists the reorganization com- 
mittee in preparing the plan of reorganization. Its main task, 
however, is to carry out the provisions of the plan. In 
performing such work the trustee collects assessments required 
and after the plan is completed it delivers new securities upon 
surrender of the trust receipts. 

As Receiver 

Not always does it appear feasible or necessary to reor- 
ganize a company which is in financial difficulties. A device 
often used to restore the financial standing of such a concern 
is to have the court appoint a receiver to take charge of the 
concern's affairs. In acting as a receiver the bank exercises 
only the specific powers delegated to it by the court. 
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Voluntary or Livi&g Trusts 

Modem trust service finds its most elastic and popular 
appeal in the voluntary or living trust Under such a trust 
the donor transfers title to property to a trustee and instructs 
the trustee how to pay the income and reinvest the funds. 
The bank collects the income, mvests and reinvests the prin- 
cipal, and at stated intervals accounts for its acts. 

This form of trust may be made revocable and subject to 
change, or irrevocable and beyond the further reach of even 
the donor himself. It may be so drawn as to make a will 
unnecessary, or if but a part of the owner's property is 
placed in trust his will need dispose only of the remainder. 
Such a trust may be used to set aside a ftmd to educate 
children, provide for dependent relatives, insure regular pay- 
ments to a designated charity, or, in fact, to safeguard funds 
of any amotmt with provision for the payment of income to 
himself or others, as the donor may desire. Many people are 
finding it desirable to leave life insurance in trust so that it 
may be safely and permanently invested for those for whose 
protection it has been provided. 

A voluntary trust may be made the means through which 
a man who desires to retire from active business life obtains 
for making his investments the services of men still in close 
touch with market activities. He may for a small fee enjoy 
freedom from financial worry while' en jo3ang the full fruits 
of his labors. 

Executor and Administrator 

As executor named in a will, or as administrator of an 
estate under appointment of court where there is no will, 
the trust department takes charge of property, files an inventory 
with the court, pays funeral expenses and other just claims, 
finally distributing the property to those entitled to receive it. 
Sometimes the wife or husband or a business associate is 
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named as coexecutor. Inasmuch as the trast department 
already has deposited security with state authorities, it is not 
required further to bond itself as executor of the will. The 
estate therefore saves the charge which an executor ordinarily 
would incur in furnishing bond. 

If the maker of a will desires he may place the will with 
the trust department, leaving the bank's receipt for the same 
among his papers to show that a will has been executed. As 
administrator the bank exercises the specific powers delegated 
to it by the court, dividing the estate among the heirs in the 
proportions fixed by law. After distribution of the property 
the administrator makes an accounting to the court and ob- 
tains his release just as does one who is serving as an executor 
under a will. 

Service Charges 

The statutory fees for a trustee and executor in the state 
of New York are 5 per cent on amounts not over $1,000, 
2j4 per cent on additional amounts not over $10,000, and 
I per cent on all simis over $11,000, on principal and at 
the same rate on income. In case there is more than one trustee 
and the amount involved is less than $100,000, the commission 
at the usual rate is to be apportioned equally among them. 
On amounts of .more than $100,000, however, each trustee up 
to three is entitled to full legal fees. One-half of the com- 
mission is payable when the principal is placed in trust, and 
the remainder when the principal has finally been paid out 

Fees for the custodianship of securities vary widely accord- 
ing to the service performed. As will be shown in the follow- 
ing section this service may be merely the safe-keeping of 
securities or it may include a large number of duties, such 
as collecting coupons and dividends, preparing income tax 
certificates, reinvesting funds, giving information as to called 
bonds or conversion rights, etc. Commissions to be paid for 
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living or voluntary trusts, especially when large amounts are 
involved, are usually fixed by agreement There is no fixed 
statutory charge for acting as depositary under escrow or 
similar agreements. 

Custodianship of Securities 

According to the particular arrangements tn effect with 
each customer, the extent of the bank's service in connection 
with custodianship of stocks and bonds varies from the mere 
safe-keeping of securities to the performance of all the details 
attendant upon ownership. Investors may find any or all the 
following advantages in entrusting their securities to the care 
of the bank: 

1. The bank has special fire- and burglar-proof vaults in 
which the securities are kept. 

2. By having his securities stored near the exchange and 
in "good delivery" condition the customer can take advantage 
of the trading facilities of the bank to sell in a favorable 
market, if he cares to do so. 

3. The bank looks after collection of interest and dividends, 
relieving its customers of these business details. 

4. Convenience is also greatly served by using tfie depart- 
ment to hold securities for syndicates, for securing overdrafts 
of foreign banks, acceptances, etc. 

5. The bank keeps in touch with new developments con- 
cerning securities, such as, rights to subscribe to new issues, 
conversion privileges, bankruptcy proceedings, etc, and brings 
them to the attention of the owners. 

Securities Received Book 

All securities taken for safe-keeping are entered in a securi- 
ties received book consecutively in the order of their receipt. 
These entries show the numbers of the securities; the names 
of the registered holders of stocks; titles, maturities, and 
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interest periods of bonds; the total par value involved; from 
whom received and for whose account; and the bank's refer- 
ence number. The securities received book is thus a book of 
original entry from which postings are made directly to the 
securities ledger to be described presently. 

When securities have been approved by the department 
and entered in the proper records they are filed in tiie vault. 
The holdings of each customer are placed in separate envelopes. 
These envelopes are filed alphabetically in three sections — 
individuals, banks, and foreign customers. 

Nominees 

As has been already indicated, the owner may make 
arrangements with the bank whereby it relieves him of the 
details and formalities attendant upon ownership. In order 
better to accomplish this purpose it is the customary procedure 
for the bank to have stocks transferred and bonds registered 
in the name of one of the members of the customers' securities 
department who is termed a "nominee." The nominee is to all 
intents and purposes the owner of the security and as such 
he has full powers to transfer title, to collect income, exercise 
rights, etc., without requiring specific authority for each trans- 
action from the actual owner. Accordingly the bank is in 
a position to perform the routine function of collecting income 
without troubling the owner, while in selling, exercising rights, 
etc., the customer may communicate with the bank by letter, 
telegram, or cable and the bank can promptly execute his order. 

Changes in Status of Securities 

One of the most valuable and at the same time exacting 
features of the customers' securities service consists in inform- 
ing the owner of changes in the status of his securities and 
executing his orders in connection with the same. The daily 
papers and financial publications are read closely for notices 
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of calling bonds, reorganizations, receiverships, issues of new 
blocks of stocky expiration of conversion privileges, etc., and 
whenever such information conies to the attention of the 
department its total holdings are carefully checked to ascertain 
whether any customers are interested in the new developments. 
In the matter of reorganizations, receiverships, etc., the bank 
procures copies of the proposed plans and forwards them to 
the customers who are interested, at the same time asking 
for their instructions. 

Frequently when new issues of bonds and capital stock are 
put out by railroads and industrial corporations, inducements 
are offered to the stockholders of record on a certain date to 
subscribe to the new issues. These "rights" as they are termed, 
may or may not be of much value depending upon the market 
for the new issue. Immediately upon receiving a notice of 
such act on the part of a corporation the department forwards 
the information to the customer concerned, and if he desires 
to take advantage of the "right" and purchase additional 
securities the bank executes his order. Stock issues may be 
paid for either in full or by instalments; in the latter case 
a careful record is kept of all payments made and the due 
date of others. In case the customer desires to sell his "right" 
the bank handles this phase of the work for him, provided 
a market can be found. 

Collection of Interest and Dividends 

An important part of the customers' securities service 
consists in collecting and accounting to the customer for the 
income from bonds and stocks held by the bank. On making 
the bank custodian of his securities it is usual for the owner 
to give the bank full powers and instructions to collect and 
dispose of income and to prepare the income tax certificate 
if^ch the government requires of all owners. 

In collecting interest from coupon bonds the securities 
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ledger, which is to be described presentiy, serves as an interest 
tickler, showing the dates upon which coupons from all issues 
held in the department mature. Each month the ledger is 
inspected and a list of the coupons to be clipped and collected 
is prepared. The coupons are then clipped, counted, proved, 
and recorded in a coupon book. The coupons are also enclosed 
in collection envelopes, which are the same as those mentioned 
in connection with the work of the coupon collection depart- 
ment. Then they are routed through the incoming registered 
mail department to the coupon collection department in keep- 
ing with the interdepartmental arrangement of routing all 
coupons for collection through the former department. 

Many registered securities are held merely for safe-keep- 
ing. Such are registered in the names of the owners, and the 
debtor corporations send checks covering interest or dividends 
direct to them. If, on the other hand, the bank has instruc- 
tions to collect income from registered securities, the securities 
are registered in the name of the bank's nominees who then 
receive the dividend and interest checks from the debtor cor- 
poration. In the case of dividends on stocks which are not 
necessarily paid on any fixed date, the bank has the duty, 
of course, of watching for notices of dividends declared and 
making sure that transfers to its nominees have been made 
for all stocks upon which it is to collect the income before 
the transfer books of the debtor concern close. 

Disposition of Securities 

Securities are surrendered only upon the explicit instruc- 
tions of the owners. Withdrawals may be made for various 
reasons. The customer may desire that the securities be 
returned to him or he may order the bank to sell securities 
or to deliver them to a broker or a bond house for sale. 
Customers which are national banks often request the bank 
to forward United States government bonds to Washington 
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to secure new circulation. Member banks of the federal 
reserve system located in the New York district may instruct 
the bank to deliver securities to the New York Federal Reserve 
Bank to be held by the latter as collateral for loans and other 
undertakings. Member banks located in other federal reserve 
districts may pledge securities held in New York with the 
federal reserve banks of this district. In some cases this 
necessitates actual shipment of the securities to the pledgee 
bank. Most frequently, however, arrangement is made for 
the New York bank to hold the collateral as agent for the 
pledgee. 

Finally securities may be pledged by customers to secure 
loans negotiated through the loan department of the bank. 
Although the securities themselves pass out of the control 
of the customers' securities department if they are held in 
the name of a nominee, they are not removed from the records 
and a check on the collection of interest and dividends is kept 
for the benefit of the customer. 

Before surrendering securities the signature of the owner's 
letter is verified in order to make sure that instructions are 
authentic. In case delivery is to be made over the window 
the person receiving the securities is required to furnish proper 
means of identification. If delivery is to be made to the one 
who originally lodged the securities with the bank for safe- 
keeping, the receipt which the bank gave him when it received 
the securities may serve to identify him sufficiently. In case 
the delivery is made to a person other than the one originally 
placing the securities in the custody of the bank, however, the 
receipt is not often available and complete identification be- 
comes essential. 

Securities which have been disposed of are entered in 
the securities delivered book. This book, like the received 
book, is a book of original entry, postings being made from 
it directly to the securities ledger. In the securities delivered 
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book a record is kept of the following: the number of the 
stocks or bonds delivered, their disposition, total par value, 
to whom delivered, for what account, and a reference 
number. For accuracy, two persons are required to witness 
the withdrawal and to initial the corresponding entry in this 
book. In this way a check is maintained on the handling 
of all securities and responsibility for the withdrawal is fixed. 

Buying and Selling Orders 

Mention has already been made of the service which may 
be rendered to customers in executing their orders to buy 
and sell securities. This service is of such importance that 
it merits special consideration. Wherever possible the orders 
are put into the hands of the bank's affiliated bond house; 
otherwise they are executed by stock brokers. In this way the 
customer receives the advantages to be derived from the 
bank's close association with its affiliated institution. 

Orders for the purchase and sale of securities are entered 
in a buying and selling register. Here are entered the date 
upon which the instructions are received, the number of shares, 
a description of them, the limit price (if the instructions fix 
a limit), the owner's name, and the date when the order was 
executed. Upon the completion of a transaction the customer 
is advised that the securities are being held for his account 
in the case of a purchase, or that the proceeds have been 
credited to his account in the case of a sale. Then the items 
are closed out of the register. At any time, therefore, the 
total bu}ring and selling orders which the bank has outstanding 
for its customers are represented by the open items in the 
register. 

On account of the great volimie of business transacted 
through brokers it is necessary for the bank to keep its records 
constantly reconciled with theirs. The original confirmation 
of purchases and sales received from brokers are carefully 
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checked against the register. The monthly statements of out- 
standing orders furnished by each broker are also proved 
against the buying and selling register. In this way the bank 
makes sure that the customers' orders are correctly executed. 

Books of Record 

The records maintained by the customers' securities depart-* 
menty in addition to the received and delivered books, the 
coupon book, and the buying and selling register already 
described, consist of the stock number book, the temporary 
withdrawal book, the transient book, and the securities ledger. 

Stock Number Book. The function of the stock ntunber 
book is to give a record of all stocks held, classified by issues. 
Each page is headed with the name of a particular issue. 
In making an entry, the date, the number of shares, and the 
name of the customer for whom the shares are being held, are 
recorded, as well as the original numbers of the shares, the 
person in whose name they were formerly registered, the new 
number, and the name of the person who has been appointed 
to act as nominee. When dividends on a particular issue 
are paid the bank readily ascertains from this book the names 
of the customers who are to receive payment In this way 
the book serves as a check on all dividend payments which 
should be made to the bank for credit to customers' accounts. 

Temporary Withdrawal Book. The purpose of this book 
is to record all securities delivered to be received back again, 
that is, not passing permanently out of the bank's possession. 
These temporary withdrawals occur for such reasons as: the 
exchange of interim certificates for definitive bonds, the con- 
version of one issue into another, change of a coupon bond 
into a registered one, or vice versa, transfer of stock, etc. 
When securities are withdrawn temporarily, entries giving a 
description of the securities and reasons for withdrawal are 
made. When items are returned these entries are stamped out 
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of the book. Every few days the book is examined to make 
sure that the securities have been returned to the bank in due 
course. 

Transient Book. Frequently securities are received to be 
held only temporarily, as, for example, when a customer sends 
stock to be transferred and returned to him. Securities of 
this sort are entered in the transient book. This book con- 
tains space for entering the same information as that contained 
in the securities received book, and in addition space is provided 
for recording the reason for which the securities were sent to 
the department. When the securities are retiuned the entries 
are closed out of this book. 

Securities Ledger 

The securities ledger (Form 8i) is a book of final entry 
showing the amount of securities held for each customer. Each 
page is headed with the name of a customer and is divided 
into horizontal sections, one for each issue of stock held for 
him. The sections contain space for the number of shares 
received from the customer and the number delivered, together 
with the balance. 
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CHAPTER XX 

THE BANK AS REGISTRAR AND FISCAL AGENT 

Transfer Agent for Corporations 

Functions which require close fiduciary relations are tiiose 
whereby the bank acts as transfer agent and registrar for 
certain of its client corporations. 

In acting as transfer agent the chief duty of tiie bank is 
to perform the routine matters connected with transferring 
ownership of shares of stock. Ownership of stock is repre- 
sented by certificates, which may be for any number of shares. 
These certificates are not negotiable in the ordinary sense; 
rather, ownership to the shares of stock which they represent 
is transferable on the books of the corporation by assignment 
Following is a form of assignment used for this purpose: 

For value received hereby sell, assign and 

transfer unto shares of capita] stock repre- 
sented by the within certificate, and do hereby irrevocably 

constitute and appoint attorney to transfer the 

said stock on the books of the within-named company, with 
full power of substitution in the premises. 

Dated 

In the presence of 

Signed 

As has been indicated the essential requirement for a trans- 
fer is that the transaction be recorded on the books of the 
issuing corporation. The old certificate bearing the duly 
executed assignment of the stockholder is presented to the 
issuing corporation or its agent. Here the proper entry is 
made on the transfer books of the corporation and a new 
certificate or certificates issued to replace the one assigned. 

508 
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It is proper, and in the case of small corporations it is the 
usual practice for the corporation to act as its own transfer 
agent. The stocks of many of the larger corporations are 
actively traded in on the New York Stock Exchange, thereby 
necessitating a large volume of transfers. By custom, cor- 
porations whose stocks are listed usually maintain transfer 
agencies in the financial district of the city. Many corpora- 
tions of this class, however, do not consider it advisable to 
locate financial offices in the vicinity of the Stock Exchange 
and to maintain the speciaHzed clerical forces necessary to 
make their transfers ; hence they designate some bank or other 
financial institution to act in this capacity. 

Inf ormatipn Filed with Transfer Agent 

When the bank accepts an appointment to act as transfer 
agent for a corporation, it requires certain important informa- 
tion to be furnished. This usually consists of: 

1. Specimen stock certificates in the form adopted by 

the corporation. 

2. Specimen signatures of all officers of the corporation 

authorized to sign or countersign stock certificates. 

3. A copy of the charter or certificate of incorporation 

of the corporation, with all amendments to date, duly 
certified by the state officer having custody of the 
original thereof. 

4* A copy of the by-laws of the corporation as at present 
in force, duly certified by the secretary or clerk of 
the corporation under its corporate seal. 

5. A similarly certified copy of the resolutions appointing 
the bank transfer agent for the corporation. 

Duties of Transfer Agent 

As transfer agent the transfer department of the bank 
becomes the custodian of the stock books of the corporation. 
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which include the stock transfer book and the stock ledger, 
together with a supply of blank stock certificates. The stock 
certificates are numbered consecutively and are signed by the 
proper officials of the corporation before they are delivered 
to the transfer agent. They are not valid, however, unless 
countersigned by the transfer agent and the registrar. It is 
the duty of the transfer agent to pass upon the regularity and 
legality of the assignment of the title to the certificate, enter 
a record of the transfer on the books of the corporation, 
cancel the old certificate, and execute and deliver the new one. 

Examination of Stocks Offered for Transfer 

In receiving stock for transfer the examination necessary 
to establish the fact that it is in proper condition for transfer 
is made at the window in order that any irregularities may 
be immediately brought to the attention of the bearer. The 
genuineness of the certificate is established by means of the 
signatures of the proper officers of the issuing corporation, 
the transfer agent, and the registrar. The assignment of the 
certificate on the reverse side is examined to make sure that 
such assignment has been properly executed. A notice appears 
on the back of the certificate as follows : "The signature to 
this assignment must correspond with the name as written 
upon the face of the certificate in every particular without 
alteration or enlargement or any change whatever." The 
examiner makes sure that this provision has been adhered to. 
If the signature is not known to the bank it is required to be 
guaranteed by some bank in the city or having a correspondent 
in the city, or by a member of the New York or Boston Stock 
Exchange. Signatures of members of these exchanges are 
kept in a card file accessible to the window clerk. 

Before certificates can be accepted for transfer it must 
be ascertained that no stop-orders have been lodged against 
them. The owner of a certificate may request a transfer to 
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be stopped in the case of loss or theft or other contingency. 
The transfer may also be stopped by order of the court. In 
order that stop-orders may be readily referred to, the bank 
keeps a card file of these orders accessible for the examiner. 
In this connection it might further be stated that the usual 
time for issuing new certificates in place of those lost or stolen 
is one year after notice of the loss has been given, and then 
only after the loser has filed a bond of indemnity for twice 
the par value of the stocks, or even more in some cases. 

Delivery Receipts 

Time is required to cancel the old certificates, issue the 
new ones, and make the necessary entries on the books. For 
this reason the bank has the customer leave the transaction 
in its hands overnight and it issues a numbered receipt in 
exchange for the stock delivered. To each receipt there are 
two sections: one held by the owner of the securities, the 
other by the bank. On calling for his securities the owner 
establishes his identity by means of this receipt. The bank's 
section of the receipt is attached to the stock certificate to 
insure its being readily located for delivery to the owner. 

Checks Against Overissue 

To replace the surrendered certificate, the transfer agent 
issues a new one, using from its supply of blank certificates 
the one bearing the lowest serial number. The canceled stamp 
is then placed on the old certificate. As a check upon this 
work the auditors oi the bank prove the old certificates against 
the new ones and submit the latter to an officer of the bank 
for signature; then they send the new and canceled ones 
to the registrar of the issuing company in order that he may 
register them. After the certificates have been returned by 
the registrar the new ones are delivered upon the surrender 
of the receipt. The canceled certificates are filed as a record. 
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Stock Transfer Book and Ledger 

Original entry of the transfer is made in the stock transfer 
book of the corporation. Each sheet of this book is ruled 
to contain the date, the name of the assignor, the number 
of the certificate canceled, the number of shares involved, the 
name and address of the assignee, and the number and amount 
of new certificates issued. In the event the corporation is 
not domiciled in New York it usually maintains another set 
of transfer books in the state in which it was incorporated. 
In order that the home office of the corporation may have 
complete information as to the ownership of its shares, the 
New York transfer agent usually sends duplicate copies of 
the transfer sheets to it. 

A stock ledger is maintained for each concern for which 
the bank acts as transfer agent. The stock ledger is designed 
to show the name of each stockholder of the corporation and 
the amount of his holdings. Accordingly there is an account 
with each shareholder. The title space of the account contains 
the stockholder's name and address and the disposition which 
he wishes to be made of dividends as they are declared. En- 
tries to the stock ledger (Form 82) are made from the sheets 
of the stock transfer book. The debit side of the ledger shows 
deductions from the amounts owned. Here are entered the 
date of surrender, number of certificate surrendered, and num- 
ber of shares represented. The credit side of the ledger 
accounts show accretions to ownership. Here are entered 
the date of issue, the number of new certificates, the num- 
ber of shares involved, and the balance held by the stock- 
holder. 

Registration of Stocks and Bonds 

Enough has been said in connection with stock transfers 
about the method of issuance of new certificates of stock to 
indicate how important it is that some control be placed over 
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the amount issued and the circumstances under which such 
issue takes place. The appointment of a responsible transfer 
agent is, of course, a long step in this direction. The activities 
of the transfer agent, however, constitute mainly a protection 
for the corporation against forgeries, fraudulent transfers, etc. 
The public — ^those who deal in stocks for investment — ^also has 
an interest in the matter, however. It is interested in knowing 
that stock certificates represent stock issued strictly in accord- 
ance with the authority of the director of the issuing corpora- 
tion. Hence it has become a practice well-nigh universal for 
a corporation to employ some disinterested third party, such 
as a bank, to act as registrar for its stock. In fact, registration^ 
is an operation essential to validity in the case of securities 
traded in on the New York Stock Exchange. 

Duties of Registrar 

The relations between the corporation and its registrar are 
usually contractual. This contract defines the liabilities of 
the registrar since there is no law specially fixing this liability 
and few court decisions on the matter. 

In acting as registrar for the stock of a corporation it is 
the duty of the bank to see that the amount of stock issued 
does not exceed the amount authorized by the corporation. 
When issuance of the certificates is first made and when similar 
ones are issued to cover additional authorizations, the bank 
compares the number of shares represented by certificates with 
those authorized, and if it finds everything to be in order it 
registers the certificates in the book kept for that purpose 
and places its signature indicating approval on the stock cer- 
tificate. In the case of shares already outstanding, the duty 
of the registrar consists of making sure that a valid certificate, 
or certificates, representing the same amount of shares to be 
canceled for each new certificate issued by a transfer agent 
or by the corporation itself 
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Acting as Registrar and Transfer Agent 

The registrar thus acts as a check upon the work of the 
transfer agent. While the same department of the bank acts 
both as transfer agent and registrar, it must be borne in mind 
that it cannot perform these services for the same corporation. 
For one group of corporations it acts as transfer agent; for 
another, as registrar of stocks. 

Routine of Registration 

When the new and canceled certificates are received either 
from the company itself or from its regularly appointed trans- 
fer agent, a thorough examination of the certificates both old 
and new is made. If everything is found in order, record 
of the certificates is taken in the stock register which gives 
the date, numbers of certificates and amount of shares can- 
celed, and the numbers of certificates issued instead, the num- 
ber of shares to be registered, in whose name issued, and the 
date of issue. The cancellations are proved against the issu- 
ances; that is, the ledger is examined to make sure that only 
the authorized amount of stock is outstanding on the books. 
As a final step the registrar places his canceled stamp on old 
certificates and validates new ones by means of his signature. 
Both certificates are then returned to the transfer agent for 
delivery. 

Registration of Bonds 

In addition to its work as registrar and transfer agent 
for stocks, the bank may act as registrar for the bonds of 
corporations. This activity is similar to acting as transfer 
agent rather than to that of acting as registrar for stocks. 
Bonds are of two kinds — registered and coupon. Title to the 
latter class passes by delivery. The owner collects his interest 
by detaching and presenting for payment the serially dated 
coupons attached to the bond, as they mature. Because of 
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the ease of passing title this type of bond is preferred by 
those who deal extensively in bonds and who have ample 
facilities for their safe-keeping. In connection with some 
issues of bonds, however, provision is made for floating a 
portion of the issue in registered form or for the exchange 
of coupon bonds for registered ones. The registered bond 
differs from the coupon bond in that title is passed on the 
books of the corporation in much the same way as stocks 
and that interest is paid by mailing a check to the registered 
holder. Some issues of bonds are registerable as to principal 
only, however. In a case of this sort title to the principal 
amount of the bond is passed on the books of the issuing 
corporation, while interest is paid by means of coupons. 

As in function, so in practice, the operation of registering 
bonds is similar to that of transferring stock. When a bond is 
presented for transfer and registration an irrevocable power of 
attorney is executed similar to assignment found on the back 
of stock certificates. In registering bonds the procedure differs 
from that of transferring stock, however, in that new bonds 
are not issued for the ones surrendered. The same bond is 
used for both the assignor and the registered holder, change 
of ownership being indicated by writing on the back of the 
instrument. Accordingly, on the back of the bond a space 
is ruled for the date of registration, the name of the holder, 
and the signature of the official of the bank who acts as 
registrar. 

Books Used for Bond Registration 

The following books are used in transferring and register- 
ing bonds: 

I. The transfer book, which contains the names from 
which and to which the bonds were transferred, 
the bond numbers (if coupon bonds), the number 
of the coupon next due, the ledger folio niunber 
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of the account, and whether the bonds were received 
by registered mail, express, or over the window. 

2. The index, containing the names and addresses of all 

registered bondholders to whom the registered in- 
terest is to be paid. 

3. The ledger, in which is recorded the names of the 

registered bondholders, the bond numbers, the dates 
on which the bonds were registered, the dates on 
which they were transferred out of the account, and 
the total amount of bonds registered for each 
holder. 

Pajnnent of Registered Interest 

The bank may or may not pay the interest on the issues 
of bonds for which it acts as regfistrar. At the request of 
the corporation the bank may furnish it with a list of the 
fully registered bondholders and the checks for the interest 
may be mailed direct from the corporation's office. However, 
the corporation may send the bank a check for the total 
amount of the registered interest and have the bank mail 
checks to the registered bondholders in accordance with the 
mailing orders on file. Such a check would be credited to 
a special account and the checks which the bank sends would 
be charged to this account as they are returned and paid. 
Before mailing the checks the bank requires that a properly 
executed income tax certificate be filed with it in each instance. 
To facilitate this a form letter is mailed about a month before 
the interest is due, enclosing the proper certificate and request- 
ing that it be duly executed and returned to the bank one 
day prior to the date on which the interest is due. After the 
checks have been mailed the bank sends the corporation a 
list giving the names of the registered bondholders, the total 
of the bonds held by each, and the total amount of the checks 
mailed 
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Payment of Dividends 

The transfer department may be called upon to pay 
dividends upon the stock issue which it transfers. Sometimes 
a list of the shareholders and the number of shares held by 
each is sent to the corporation, which in this case attends to 
making the payment. 

Closing Transfer Books 

Some corporations close their transfer books some time 
prior to paying dividends. This is done for the purpose of 
enabling the transfer agent to prepare the necessary lists of 
stockholders. At the time of declaring the dividend the cor- 
poration fixes the date of payment and the last date for trans- 
ferring stock in order to participate in the distribution. From 
the transfer books the transfer agent prepares a list of the 
stockholders as of the closing date, and makes payment to 
the persons whose names are contained in the book, or 
furnishes the list to the corporation, according to instructions 
received. 

Subscriptions to Stock 

The transfer department aiso receives subscriptions for 
the increase of capital stock of a corporation. In most cases 
the subscriptions are payable in instalments; when pa)mients 
are made they are noted on the back of the instalment receipts 
issued to subscribers. A record is kept in a ledger showing 
the amount paid in for each account, also the total amount 
received each day. The aggregate amount of cash and checks 
received each day is proved against the subscription receipts; 
the cash items are sent to the note teller and the account of 
the corporation credited for the amount. In case shares are 
issued before they are fully paid the certificate states that such 
and such instalments have been paid and the later payments 
are indorsed on the back. 
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Compensation of Bank 

There are various ways in which a company pays its trans- 
fer agent and registrar ; sometimes the contract drawn provides 
for the payment of a certain amount for each certificate 
registered and for each one transferred. One common arrange- 
ment is for the two parties to enter into a yearly contract 
by which for a fixed total sum the transfer agent agrees 
to do the transfer work irrespective of the number of cer- 
tificates presented. The company bears the expense of engrav- 
ing and providing new certificates. The siuns charged vary 
with the volume of the work, which in turn depends upon 
the following factors: the number and kinds of services under- 
taken, the niunber of shares and of stockholders, the activity 
of the shares, the frequency of dividends, and whether the 
bank sends out the dividend checks, etc. But whatever amount 
is agreed upon, the corporation pays in addition expenses for 
postage, envelopes, etc. The transfer agent assumes greater 
responsibilities than the registrar and his compensation is 
accordingly larger. 

Transfer of Bank's Own Stock 

The transfer department also acts as transfer agent for 
the capital stock of the bank itself. Dividend checks are mailed 
through the department and all transfers of stock are made 
here, the same records being maintained for the bank's own 
stock as are kept for that of any corporation. In connection 
with its transfer activities for the bank, the department handles 
the proxies of those stockholders who cannot be present at 
the annual meeting. 

At a reasonable interval before the annual meeting of 
the stockholders takes place there is mailed to each stockholder 
a proxy with a letter attached informing him of the date of 
the meeting and requesting film to sign the proxy and return 
it to the department if he cannot be present. These signed 
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proxies when received are sorted according to the ledger and 
the number of shares held by the owner entered at the top 
of the proxy. They are held until the day of the annual meet- 
ing at which time they are turned over to the officers of the 
bank. 

Bank as Fiscal Agent 

In the description of the work of the coupon collection 
department of the bank, mention has been made of the fact 
that the great bulk of the interest due on securities issued by 
American corporations and on those foreign securities which 
are held in the United States is paid in New York City. 
Through the correspondent bank system, coupons from bonds 
held by investors throughout the United States and the chief 
investing countries of the world find their way into New York 
City for payment. In addition, matured bonds are forwarded 
for collection through these channels. 

To meet obligations of this sort, debtor corporations, gov- 
emmentSy and municipalities may set up and operate their 
own pa)dng offices. For the convenience of collecting banks 
and investors, however, it is a common practice to appoint 
a bank or trust company located in the financial district to act 
as fiscal agent. Usually a debtor concern sjelects the bank 
with which it keeps its commercial account to act in this 
capacity. 

Methods of Providing Fiscal Agent with Funds 

The arrangements between the client and his fiscal agent 
vary with each individual case. In many instances the funds 
needed for making the payments are deposited in the bank 
in a special account known as "Funds Deposited to Pay Bonds 
and Coupons.'* In other cases the client may provide funds 
by authorizing the bank to charge payments of matured bonds 
and coupons to his regular deposit account or to the account 
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of some other bank or organization with which it has made 
previous arrangements. 

When asked to make payments arising from an issue of 
bonds, the bank obtains a specimen of the bond and coupons 
or a detailed description of them together with specimens 
of the signatures appearing thereon. This information is used 
in passing upon the validity of bonds and coupons presented 
for payment. 

The arrangement with regard to income tax returns and 
deductions required by the national law is an important point 
to be settled preliminary to establishing fiscal agency relations 
between bank and client. Some concerns attend to this work 
themselves while others have their fiscal agent do it. In the 
latter case the bank requires the client to furnish a letter of 
indemnity protecting it against any claim which the federal 
government may make against it by reason of its making 
unavoidable errors. 

Incoming Coupons 

Coupons presented for payment are usually enclosed in 
the paying agent's own particular style of envelope. For this 
purpose the various banks of the city which handle quantities 
of coupons keep on hand a supply of envelopes furnished by 
the paying agent. This envelope shows the name of the 
issuing company, number and amount of coupons enclosed, 
and the total amount. Time is required to make examination 
of the material presented for payment and to issue the neces^ 
sary check; hence pa)mient is not made immediately upon 
presentment The bearer of the envelope containing coupons 
is given a ntmibered identification receipt The number of 
this receipt is stamped on the coupon envelope and serves to 
distinguish the transaction from others in process. Later the 
bearer exchanges his receipt for a coupon check covering the 
amount. 
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Approval for Payment 

Coupons presented for pajmient at the bank are carefully 
counted to see that the amount enclosed agrees with the total 
shown on the outside of the envelope. They are also scrutinized 
to see that they are payable at the bank, that they are due, 
and that the proper ownership certificate is attached. Stop- 
payment orders may be lodged against coupons ; hence the bank 
watches for this defect. When all is found to be in order 
for payment a distinctive form of cashier's check, the "coupon 
check" mentioned above, is drawn up and delivered to the 
bearer upon surrender of his receipt. 

The Coupon Sheets and Returned Book 

After payment has been approved, the transactions are 
entered on the coupon sheets which give the number of the 
check issued in payment, the name of the coupons paid, the 
total amount, the net amount paid, and the total of the check 
for all issues paid to any one customer. This is done so that 
the totals of the coupons received may be proved with the 
totals of the payments listed on the sheets. 

The paid coupons are to be returned to the debtor concern 
as paid vouchers. They are accordingly transferred to larger 
envelopes upon the outside of which appears a list of the 
contents. From the envelopes, entries are made to the coupons 
returned book. This book classifies coupons paid according 
to two categories — ^those which have been charged to the 
"Funds Deposited to Pay Coupons" account, and those charged 
to other accounts. At the close of the day the total charges 
posted in this book are proved against the coupon sheets and 
the total checks issued. This book accordingly serves as a 
proof book over the coupon-paying operations. After entry 
has been made to this book the canceled coupons are sent to 
the auditors who examine them and forward them to the 
customer. 
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Coupon Ledgers 

As has already been indicated, payments made by the fiscal 
agent are charged either to a special Funds Deposited to Pay 
Coupons account or to one of the regular deposit accounts 
of the bank. Charges made to the latter accounts are sent 
to the bookkeepers of the bank in the form of charge tickets. 
To contain a record of the state of the Funds Deposited to 
Pay Coupons account, a coupon ledger is maintained. In 
this ledger appears the Funds Deposited account of each con- 
cern which deposits funds for this purpose. When funds are 
received, credit is made to the Funds account of the sender 
in this book. Likewise, from the coupons returned book, 
payments made are posted to the debit side of the Funds 
account of each customer. In this book there is also a control 
account over the various special accounts of the department 

Normal Income Tax 

Under the United States income tax law a debtor corpora- 
tion may pay for its security-holders a tax at the rate of 
2 per cent on the income paid them. It is optional with the 
borrowing corporation whether or not it will assume this 
2 per cent tax. To make security issues more attractive to 
investors, however, borrowing corporations in increasing num- 
bers insert a so-called tax-free covenant clause in the agree- 
ments covering new issues of securities. Corporations, gov- 
ernments, and municipalities domiciled outside the United 
States are not permitted to assume the normal tax. 

In collecting the income from a tax-free issue of securities 
the owner indicates by the use of the proper form of income 
tax return whether he is exempt from federal income tax or 
not Should the owner claim exemption, the corporation of 
course does not have to pay any tax for him. In case the 
owner does not claim exemption from the tax, however, the 
debtor corporation pays the owner at the full coupon rate of 
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his securities and in addition it pays the government 2 per 
cent of the amount paid the owner. In paying his income 
tax the owner of such securities is permitted to deduct from 
the gross amount of tax due, the amount paid for him "at 
the source," as the payment of 2 per cent paid to the debtor 
corporation is termed. 

Tax Collected by Non-Resident Aliens 

A portion of the income tax law which affects the debtor 
concern or its fiscal agent in a way similar to the tax-free 
clause is the requirement that the income tax assessed against 
citizens of foreign countries must be deducted and paid to 
the government by the debtor concern. Obviously the govern- 
ment of the United States has no authority over non-resident 
aliens to compel them to file income tax returns and pay 
taxes on incomes which they have collected, as it does in the 
case of residents of this country. The government meets 
this situation by requiring the debtor corporation to retain 
for the Collector of Internal Revenue at the time of paying 
income to non-resident aliens the full amount of tax due 
from them. From the owner's standpoint this arrangement 
differs from the tax-free arrangement in that the non-resident 
alien receives the gross amount of income less the tax collected, 
while the recipient of tax-free income receives the gross 
amount due him, the debtor corporation bearing the tax cost. 

The debtor concern may or may not delegate to the paying 
agent the task of handling income tax deductions under tax- 
free and alien ownership requirements. It is a convenient 
and a common arrangement to have the agent do it. When 
the agent acts in this capacity it determines the amount to 
be paid the government from the ownership certificates filed 
by owners. Each month it makes disbursement to the govern- 
ment of the necessary amounts. Pending disbursement an 
account entitled "Federal Income Tax Due United States 
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Government According to Monthly Returns" is credited. The 
funds for making these payments may be obtained in any 
of the ways for obtaining funds to pay the coupons themselves. 
In some cases under tax-free clauses these concerns send 
the agent an additional amount equal to 2 per cent on the 
entire amount of income on a given issue of securities, since 
it cannot be determined in advance how much of the income 
will be paid to owners who claim exemption from the tax. 
Remittances received in this way are credited to an account 
termed "Funds Held Awaiting Disbursement Account Federal 
Income Tax." This account is debited for credits made to 
the "Federal Income Tax, Due United States Government 
According to Monthly Returns" account in connection with 
the bond issue of the sender of the funds. After the whole 
of the income from the issue has been paid, the balance remain- 
ing in this account is returned to the client 

Ownership Certificates 

In addition to caring for the normal tax deductions, the 
debtor concern or its fiscal agent has the duty of forwarding 
to the government the ownership certificates submitted by 
holders of securities. Once a month the returns, which in the 
meantime have been careftdly checked against the books and 
other records of the paying agent, are forwarded to the Col- 
lector of Internal Revenue. The collector requires the paying 
agent to submit reports on prescribed forms, showing details 
of the certificates forwarded. There are two of these forms — 
one contains a report on certificates in connection with which 
the paying agent has deducted or paid tax at the source, the 
other contains reports on all other income. 

The purpose of these reports is to enable the collector to 
make sure that he receives ownership certificates covering the 
whole of the income disbursed, also to enable him to account 
for amounts withheld or paid at the source. 
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CHAPTER XXI 

DOMESTIC BCX)KKEEPING 

Bank Accounting 

The accounting work of the bank may be divided into 
four parts: 

1. Preparing the original entry material. 

2. Keeping the accounts of depositors. 

3. Keeping the general books and preparing financial 

statements. 

4. Auditing. 

Preparing the Original Entry Material 

The work of preparing the original entry material is per- 
formed mainly in the operating departments of the bank as 
has been indicated in the discussion of the various operations. 
This work consists of sorting the material according to ledgers 
to facilitate posting, of proving the accuracy of the entries, 
and of preparing figures for the control accounts which the 
general bookkeepers maintain over the depositors ledgers. 
Thus the receiving teller sorts his deposit slips, which are 
original entry material for credits to depositors' accounts, 
according to ledgers before he sends them to the depositors 
ledger bookkeepers, and he sends a statement to the general 
bookkeeper showing the total credits sent to each ledger for 
the day. In like manner the mail teller reports the cash letters 
which he sends to the bookkeepers, the transit department its 
duplicate letters of transmittal, and the certification depart- 
ment its certifications. Following the same scheme of control, 
the single tickets representing credits to customers' accounts 
for collections, discounts and loans credited to their accounts, 

526 
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etc., pass through departmental journals from which the proper 
proofs are prepared. In this way all original entry material 
passes directly from the operating departments to the book- 
keepers, except the "double" tickets and the checks drawn 
upon the bank itself. The double tickets and the checks drawn 
upon the bank are then sorted, proved, and prepared for 
posting by specialized departments. The ticket journal depart- 
ment prepares the double tickets and the check desk or domestic 
bookkeeping department prepares the checks. 

Ticket Journal Department 

The bookkeeping tickets used in the work of the bank may 
be either "single" or "double" tickets. A single ticket is 
always a credit ticket offset by a debit made through a depart- 
mental proof, while a double ticket consists of two or more 
tickets representing the debits and the corresponding credits 
arising from a given transaction. Single tickets are sorted 
and proved by the operating departments which maintain 
credit journals, as has been indicated above. Double tickets, 
however, which represent approximately 75 per cent of the 
entire amount of tickets written in the bank, pass through the 
ticket journal department the function of which is to sort, 
prove, and record such tickets. 

Each operating department sends its double tickets to the 
ticket journal department as they accumulate in convenient 
volume. The tickets come to the latter department by entries, 
i.e., the ticket or tickets carrying the debits arising from a 
given transaction are attached to the ones carrying the credit 
offset. 

As a first process in proving the tickets, the debits are 
compared with the credits to see that each entry balances. 
The tickets are next proved by the batch system. This is 
done by sorting them according to the ledgers to which posting 
is to be made and showing that the debits in a particular batch 
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equal the credits. The tickets for the general ledger are 
merely listed in total and sent to the general bookkeepers* 
department to be sorted, proved, and posted in the subsidiary 
ledgers. Those tickets which are to be posted to customers' 
accounts are listed in detail in duplicate. The totals 
charged and credited to each ledger are then entered on a 
batch proof foim and the tickets are passed to the proper book- 
keepers for posting. 

The main function of the ticket journal department finds 
expression in the daily proof (Form 83) which classifies the 
total charges and credits arising in the bank from double 
tickets. This proof is a consolidation of the batch proofs 
prepared in sorting the tickets and serves to give to the general 
bookkeeper figures for his control accounts over the depositors 
ledgers. 

Preparing Checks for Posting 

The other class of items requiring a specialized department 
to prepare them for posting consists of checks and other items 
drawn upon, or payable at the bank. In sorting its bookkeep- 
ing material each operating department throws the checks 
drawn upon the bank together and charges them in bulk to 
the check desk department. These items are the "Eights" 
shown upon the illustrative forms. So far as the checks 
which come into the bank through the operating departments 
are concerned they might be sorted and charged direct to the 
ledgers and control figures sent to the general bookkeepers 
on the departmental proofs, just as the letters in the mail 
teller's work and the deposit slips of the receiving teller are 
credited to the ledgers direct. There is, however, an enormous 
volume of these checks entering the bank from the clearing 
house which cannot conveniently be included in the proof 
figures of some one of the operating departments. In addition 
to the work of proving these items from the clearing house 



Digitized by 



Google 



DOMESTIC BOOKKEEPING 



539 



o 



o 



HOOT jouniAL . 



-«« 



ini^ 






j.orjsr 

ML22LU. 



^ifjrgc^ 



f/ZKfJ 



^ 



3^ZIZ2J3 



mrrf 



ff,AS3^ 



^S.3Z3 



z? 



mcarxtz. 




ttskm^ 



7ff,3ir 



Z^fY.0f:SS3 



•A^ 



JSc 



AUU. 



jfjuadtLtL 



. ,. 7f 






OMO/ 



tjf^ijlk 



omtiL 



3,3rc,{fJJ^ 



f3,fzt^r 



3rJ,Urr 



Jf/t ^tfA 0^M ilO 



ff 






- n-u- 

- ll«.*Mto. 

- MOM.-OM* 

- okfa.-r«M> 

- R.I..Wf«. 

- M.Y-A 

- MY..» 

- II.Y.-C 

- MY. - I>.P 
'NY.. G-l. 

- M.Y. . J.L. 

- M.Y. . M-N 

- M.Y. . 04k 

- M.Y. •» 

- M.Y . T^ 



TOTAX. 



MMl - Ab.-U». 
UI.-ICM. 

ii*.4i.y. 

M.C-OU*. 
On.'T«h. 
T<«..W»>. 



duimi 



TOTAL 



Ma^.Y 
N.C.-t.O 






TOTAi 



lii. A-th. 

- C».B 

- r-c 

- B-L 






TOTaL 




m:^i^!^m\ 



fifZ^ 4 ^ iML 



^ 



37,036 

rzz'rff 

rrtro 

io,3rM 

jisio 

^f3f 



%z 



67 



rzszzo 



ff- ^^i Of 

m,zc3C9 

f03, ^3t 3S 



\zo 



%l^£l 



ZJ3U^ 



ZSl 



376 ^t 
ZJI^tZ7 



Z9lor6 



4^^j^ 



juaoiL 



Again n. 



JjiLzzk 



rmf^2s. 



^SfS07 



zrf.ffZ7Jf 

Z.^67 47 



L^ 



jj$^m 



rzT7^ 



rcz7J 
fr^.M4^7 

3iM,3i7^7 
%3.74^Jf 



jjjijiia 



HmMiL 



rr 
jr 

rr 



l±. 



ZA^ 



^^ 



£^ 



06 









iiZ- 



/:y 



Form 83. Ticket Journal Department's Daily Proof. (Size 5H x I3-) 



Digitized by 



Google 



530 PRACTICAL BANK OPERATION 

there is the task of passing upon whether or not the bank 
can pay them. Some may not be drawn upon the bank ; others 
may have been listed incorrectly; others forged, raised, or 
irregularly indorsed, and stop-payment orders may be in effect 
against some. Furthermore, if the bank is to observe the 
clearing house rules for returning items and correcting errors 
this work must be done speedily and accurately. A maximum 
of efficiency is obtained by combining these incoming clearing 
house items with all other checks drawn upon the bank and 
setting up a specialized department to handle them. In accord- 
ance with this scheme the check desk department has the 
function of proving the whole mass of checks drawn upon 
the bank and preparing the items for posting by the book- 
keepers. In conjunction with the bookkeepers and the signa- 
ture control department the check desk also attends to the 
work of deciding which checks the bank should pay. 

Check Desk Department 

In keeping with the inflow of its work the check desk 
department operates in two sections, or shifts, the morning 
and the afternoon. The task of the morning section is to 
care for the items brought back to the bank from the clearing 
house, together with any which the operating departments may 
send in time to be included. The material of the afternoon 
section is, on the other hand, the items coming to the bank 
through the various operating departments: the mail teller, 
the receiving teller, the foreign teller, the paying teller, the 
city collection department, etc. 

Proving Clearing House Checks 

The checks received from each clearing house bank come 
enclosed in an envelope upon which the contents are listed. 
This amount constitutes the charge made against the receiving 
bank in the morning's clearings by the sender. The first 
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work is to prove the accuracy of these charges. In proving 
the incoming clearing house exchanges those checks received 
from each bank are proved as a batch. This is done by sorting 
the checks according to ledgers and proving that the total 
sorted by ledgers equals the total amount noted on the outside 
of the envelope. The checks for each ledger are then listed 
in detail and passed to the proper bookkeeping section. 

Claims and Allowances 

This process of proving the checks locates errors occa- 
sioned by clearing house banks the sendings of which are 
incorrectly listed, or the checks of which are drawn on some 
other institution. When an error of this sort is detected 
the correction is made in the sending bank's list In case the 
receiving bank has been overcharged the amount of the error 
constitutes a "claim" against the bank making the error. On 
the other hand, should the receiving bank be imdercharged 
the amount becomes an "allow" to the sending bank. In either 
case the error is turned over to the city collection department, 
which makes the adjustment with the clearing house bank. 

Checks from Operating Departments 

The operating departments constitute a second source of 
items for the check desk. Periodically these departments charge 
and send their accumulations of checks to the check desk. 
Each package is accompanied by an adding machine list of 
its contents. When a sufficient number has been received 
these packages of checks, or "banks," as they are termed, are 
sorted according to ledgers and the amounts sorted to each 
ledger are proved against the adding machine lists from the 
sending departments, just as are those received from clearing 
house banks. The checks are then placed with those from 
the clearings and from this point onward items from the two 
sources follow the same course through the department. 



Digitized by 



Google 



53^ PRACTICAL BANK OPERATION 

Ledger Proof of Checks 

After the checks have been sorted according to ledgers 
they are further subdivided according to accounts within the 
ledgers. For this work there is a force of clerks to handle 
the material for each ledger. Any given ledger force lists 
every check which has been sorted to its ledger, making a 
recapitulation of the entire charge for the use of the proof 
clerk in preparing the daily department proof. The checks 
are then sorted according to drawers' names. For each assort- 
ment there is made an adding machine slip showing the total 
charge to be made to the drawer's account for the attached 
checks. These totals, which are later used by the ledger book- 
keepers as a basis for their entries, are then proved against 
the entire amount charged to that particular ledger. 

Drawn Against Demand Deposits 

In addition to checks drawn against the demand deposit 
accounts of its domestic customers, the bank also receives 
through the check desk certain other items. These consist 
chiefly of drafts drawn by depositors in the foreign division, 
the bank's own acceptances, drafts drawn under letters of 
credit, travelers' checks, notes made payable at the bank by 
others than depositors, coupon checks, certificates of deposit, 
certified checks, checks drawn against time deposits, etc. 

Foreign Drafts and Acceptances 

In disposing of the bank's own acceptances and drafts 
drawn by depositors in the foreign division the whole mass 
13 charged in total to the foreign bookkeeping department, 
which keeps the accounts to which these items are to be 
charged. This latter department sends acceptances to the 
proper commercial credit department. The commercial credit 
department examines them and sends to the foreign book- 
keepers those which are dishonored together with tickets show- 
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ing the account to which each of the paid acceptances is 
charged. The foreign bookkeeping department itself cares for 
the foreign drafts. These are sorted according to ledgers 
and those which are dishonored are returned to the check 
desk along with the dishonored acceptances. At the end of 
the day the foreign bookkeeping department prepares a proof 
of its receipts from the check desk. This proof shows the 
amount charged to each ledger and to the acceptance accounts, 
and it is used by the check desk proof clerk in preparing his 
proof of the day's operations. 

Travelers' checks and drafts drawn under letters of credit 
are charged to the letter of credit department as they are 
received. Since the Travelers' Checks accotmt is kept by the 
general bookkeepers the letter of credit department, after an 
examination of the checks to make sure they are correctly 
drawn, sends the check desk a ticket charging the Travelers' 
Checks account for the total amount of the checks. This ticket 
is then charged to the general bookkeepers according to a 
method to be described presently. Drafts drawn under letters 
of credit are also charged to the letter of credit department 
as they are received. At the end of the day this department 
forwards the check desk a ticket covering the total of the 
drafts which it will honor, the actual charges for the drafts 
being withheld until the following day in order to facilitate 
the work of the department. This ticket, then, representing 
a cash hold-over constitutes a charge to the city collection 
department, to which department all cash hold-overs of the 
bank are charged. The next day the letter of credit depart- 
ment sends to the check desk a ticket covering each draft 
received. These tickets charge either the general account 
"Cash Letters of Credit" if the credit was issued for cash, 
the general account "Advances to Customers on Letters of 
Credit" if the credit was guaranteed and the customer does 
not maintain a balance with the bank, or the customer's account 
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in the case of the guaranteed credit issued to a depositor. 
Accordingly the tickets are charged either to the general book- 
keeping department or the customers' bookkeepers by the check 
desk and these charges offset the charges made to the city 
collection department the preceding day. 

Notes of Others than Customers 

Occasionally notes made payable at the bank by others 
than depositors are presented for payment. Obviously these 
cannot be charged to account. Drawers of such notes make 
arrangements to have them honored by placing funds with 
the note teller, giving him instructions to pay the notes when 
presented to the bank. Such notes when received at the check 
desk are charged and sent to the note teller. If funds have 
been received to pay a note the note teller pays it and returns 
it to the drawer. If no funds have been received, however, 
the note is sent back to the chjeck.desk to be returned to the 
sending bank in the usual way. 

Debit Cash Book 

Coupon checks, certificates of deposit, cashier's checks, as 
well as the tickets used in connection with travelers' checks, 
letters of credit, and acceptances already mentioned, are drawn 
against accounts maintained by the general bookkeepers. They 
are accordingly charged to the general bookkeepers who make 
entries to the proper accounts. To keep a record of all charges 
made in this way a book known as the "debit cash book" is 
kept at the check desk. 

Certified Checks 

Special mention should be made of the procedure with 
regard to certified checks. While the Certified Checks control 
account is kept by the general bookkeepers, the account itself 
is kept by the check desk. As certified checks are received 
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they are checked off the certification sheets. Certifications 
which are outstanding for a considerable period are entered 
from the certification sheets in the certified check ledger. The 
balance of the ledger and the sheets are proved each week with 
the control account of the general bookkeepers. 

Check Desk Proof 

For the purpose of showing a summary of its operations 
and furnishing control figures for the general books, the check 
desk prepares a daily proof of its operations (Form 84). The 
credit side of the proof shows the credits to the various 
tellers and departments of the bank for items which they 
have been sent. Items coming from the clearing house, it 
will be recalled, are credited to the pa5ring teller. To offset 
these credits the debit side of the proof shows the disposition 
which the check clerk has made of the items received. Dis- 
position has been made by sending foreign items to the foreign 
ledgers, domestic items to the domestic ledgers, rejects to the 
city collection department, certified checks to the certified check 
ledger, and general account items, such as cashiers' checks, to 
the general bookkeepers. Accordingly, charges are made to 
each of these for the amount sent them. 

Work of Domestic Bookkeepers 

The stage in the accounting work of the bank has now 
been reached where all the original entry material has been 
sorted according to ledgers, either by the operating depart- 
ments, the ticket journal department, or by the check desk; 
control figures have been sent to the general bookkeepers; 
and the material is ready to be posted. This work for the 
domestic accounts of the bank is performed by the domestic 
bookkeepers. 

The work of the bookkeeping force consists of two main 
operations: (i) posting to the depositors' accounts, and (2) 
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Form 84. Check Desk Department's Daily Proof. (Size 6J4 x i6Ji.) 
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preparing statements of accounts to be sent to customers. As 
will be shown presently, these two operations are performed 
concurrently, the one acting as a check upon the other. In 
accordance with this scheme the bookkeeping force is divided 
into small units each one of which keeps the records required 
for the accounts of a single ledger volume. Each of these 
unit forces consists of a ledger bookkeeper and a statement 
clerk. 

Ledger Classification 

The importance of the classification of the ledgers con- 
taining depositors' accounts has already been indicated. Each 
department in the bank uses this classification as a basis for 
charging and crediting the items contained in its daily proof. 
Specifically the scheme of classification depends upon the in- 
formation which the bank under consideration wishes to obtain 
from its ledgers. 

The bank upon the practices of which this study is based, 
for example, measures its domestic business in terms of states 
and classes of accounts. Accordingly, to facilitate the work 
of obtaining statistics of the business transacted the accounts 
are arranged by states and by kinds: individual accounts, 
national bank accounts, state bank, trust companies, and sav- 
ings bank accounts. In the given ledger the accounts are 
arranged alphabetically, the individuals by surnames and the 
banks by cities.* 



' At the time of writing, the ledger datnfication is as follows: 

Individual Accounts 
Ledger 
X. Alabama, Arizona, Arkansas, California, Colorado, Connecticut, Delaware, Dis- 
trict of Columbia, Florida, Georgia, and Idaho. 

2. Illinois, Indiana, Iowa, Kansas, Kentucky, and Louisiana. 

3. Maine, Mairland, Massachusetts, Michigan, Minnesota, Mississippi, and Missouri. 
.4. Montana, Nebraska, Nevada, New Hampshire, New Jersey, New Mexico, North 

Carolina, North Dakota, and Ohio. 

5. Oklahoma, Oregon, and Pennsylvania. 

6. Rhode Island, South Carolina, South Dakota, Tennessee, Texas, Utah, Vermont, 

Virginia, Washington, West Virginia, Wisconsin, and Wyoming; 

g. New York — ^A 
. " " — B 
0. " " — <: 
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Ledger System 

The form of ledger used by the bank is the Boston ledger 
illustrated in Form 85 — sl record which is well adapted 
to conditions where it is desired to show changes taking place 
each day in an account. This ledger is made up in bound 
form wifh a sufficient number of pages to suffice for a period 
of six months. In the center of each page the names of the cus- 
tomers are entered in alphabetical order, one to a horizontal 
line, sufficient blank space being provided for the addition of 
new names in alphabetical order during the period in which 
the ledger is in use. Each page is ruled vertically into columns, 
one for each day's entries. The whole page contains six of 
these columns, enough for one week's work. The column for 
eacK day's entries is further divided into two columns, the 
left one being for the entry of all debits to the account for 
the day, and the right for the credits and for the pencil 
balance. 



Individual Accounts (Continued) 

10. New York— D-F 

11. " " — G-I 

12. ** " — J-L 

13. " " — M-N 
ij. « " — O-R 
IS. " " — s 
x6. " " — T-Z 

National Banks 

17. Alabama, Arizona, Arkansas, California (including Hawaii), Colorado, Connecti- 
cut, Delaware, District of Columbia, Florida, Georgia, and Idaho. 
x8. Illinois, Indiana, Iowa, and Kansas. 

19. Kentucky, Louisiana, Maine, Maryland, Massachusetts, Michigan, Minnesota, and 

Mississippi. 

20. Missouri, Montana, Nebraska, Nevada, New Hampshire, New Jersey, New Mexico, 

and New York. 

21. North Carolina, North Dakota, Ohio, and Oklahoma. 

22. Oregon, Pennsylvania, Rhode Island, South Carolina, South Dakota, and 

Tennessee. 

23. Texas, Utah, Vermont, Virginia, Washington (including Alaska), West Virginia. 

Wisconsin, and Wyoming. 

State Banks, Trusts, and Savings Banks 

24. Alabama, Arizona, Arkansas, California (including Hawaii), Colorado, Connecti- 

cut, Delaware, District of Columbia, Florida, Georgia, Idaho, and Illinois. 

25. Indiana, Iowa, Kansas, Kentucky, Louisiana, Maine, Maryland, Massachusetts, 

Michigan, M.innesota, and Mississippi. 

26. Missouri, Montana, Nebraska, Nevada, New Hampshire, New Jersey, New Mexico^ 

and New York. 
ay. North Carolina, North Dakota, Ohio, Oklahoma, Oregon, Pennsylvania, Rhode 

Island, South Carolina, and South Dakota. 
28. Tennessee, Texas, Utah, Vermont, Virginia, Washington (including Alaska), West 

Virginia, Wisconsin, and Wyoming. 
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Routine Work of Bookkeeper 

The work of the ledger bookkeeper for a given day properly 
begins in the early part of the afternoon and terminates late 
the next morning. Clearness will therefore be served best by 
following the work of the operating rather than the calendar 
day. 

When the ledger has been prepared for the day's postings, 
only the credit balances will appear in the column for the 
given day. The first items coming to the attention of the 
bookkeeper are the cash letters from the mail teller's depart- 
ment. These letter credits have been sent to the ledger by the 
mail tellers during the morning, as was observed in the dis- 
cussion of the receiving operations of the bank. The book- 
keeper enters the amounts of the letters to the credit of the 
proper ledger accounts and takes a record of each posting 
on a proof sheet for future use in checking his work against 
that of the mail department. The letters are then returned 
to the mail tellers for acknowledgment and the duplicate of 
the acknowledgment comes to the statement clerks to be used 
in posting their sheets. 

The next items to come to the attention of the bookkeeper 
are the checks sorted and charged to him through the morning 
work of the check desk. These have already been sorted and 
listed according to accounts by the check desk. The checks 
are not posted separately ; merely the totals for each account 
are entered according to the accompanying lists. The checks 
are then passed to the statement clerks who post each (Mie 
separately, thereby aiding in proving the accuracy of the 
ledger. In the case of accounts having a large number of 
checks for any one day the work of posting each individual 
check becomes prohibitive. Accordingly the statement clerks 
post one amount and file a list of the checks included in the 
charge to be returned to the customer with the statement 

Throughout the entire afternoon both debit and credit 
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tickets from the ticket journal department and single credit 
tickets from the note teller's, city collection, discount, loan, 
bond, coimtry collection, and the foreign teller's department, 
deposit tickets from the receiving teller, and checks from the 
afternoon work of the check desk are received and posted 
by the bookkeeper. Bookkeepers in charge of the accounts of 
correspondent banks also receive for posting to the debit of 
the accotmts kept by them tickets from the collection ledger 
covering collections sent out on a transfer basis and for which 
the proper time of transfer has elapsed, as well as duplicate 
letters of transmittal from the transit department covering 
items sent out for collection on a charge basis. Later in 
the afternoon the afternoon mail from the mail tellers, ex- 
change tickets charging various accounts for exchange on 
checks collected by the transit department, and the certification 
sheets authoriring the charging of certified checks against the 
various accounts, are received by the bookkeeper. For the 
totals of each of these classes of items a proper entry is made 
to the debit or credit of the customer's account. 

To facilitate checking his work the bookkeeper indicates 
the source of each item posted to his ledger by using different 
colored inks. Thus the credits from the morning mail and 
the morning debit items from the check desk are entered in 
purple ink, the various tickets and the afternoon exchanges, 
certifications, etc., in black ink, and the entries constituting 
the credits to the accotmt of a customer from the afternoon 
mail, in green ink. Through the use of this color system 
it is possible for the bookkeeper to locate readily the source 
of any entry should a question concerning it arise later. 

When the entries for the day have been completed the 
bookkeeper carries forward the new credit balance of each 
accoimt for the following day. This is done by adding the 
credits made during the day to the previous day's balance and 
deducting the debits. 
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Liedger Proof 

A very complete system of checking and proving the 
accuracy of the ledgers is used by the bank. In the first place 
each bookkeeper proves the accuracy of his total balances. For 
this a special form is used upon which the total of the various 
entries made the preceding day is recorded. The operation 
of this proof is as follows: To the total of the balance of 
the accounts in his ledger for the preceding day the bookkeeper 
adds the sum of the credits for the given day, as reported 
by the operating departments. From the gross credit obtained 
in this manner is deducted the stun of the debits sent to his 
ledger for the given day, as reported by the operating depart- 
ments. The amount thus obtained should agree with the total 
balances shown by the accounts in the ledger. 

Statement of Account 

The proof just described does no more than prove that 
the total of the balance in the ledger is correct. It does not 
provide a check over the accuracy of the balance of each 
account in the ledger. This check is provided by the work 
of the statement clerks. It is the custom of the bank to render 
the depositor a statement of account at the close of each month 
—or more often if h^ requests it — ^showing the amounts 
credited to the account, the drawings made, and the latest 
balance. Along with the statement the bank sends the customer 
the paid vouchers, checks, notes, etc., which have been charged 
to his account. The customer is expected to compare this 
statement with his records and to report the result to the bank 
whether his figures agree with the bank's or not. This process 
provides a check upon the work of the bookkeeper from an 
outside source. 

The method of preparing the statement is also a check upon 
the bookkeeper's work. As has already been indicated, the 
preparation of statements for the accounts in a given ledger 
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parallels the posting. So far as it is practicable the statement 
clerks make their postings from different material than do 
the bookkeepers. Thus debits from the check desk are entered 
on the statement sheets from the items themselves, the details 
of each case being given; while the bookkeepers enter only 
the totals from the lists furnished by the check desk. The 
statement clerks post mail credits from the duplicate letters 
of acknowledgment prepared by the mail teller's department, 
while the bookkeepers post these credits from the incoming 
remittance letters direct The receiving teller's credits are 
posted to the statement from duplicate credit sheets prepared 
in the receiving teller's department, while in the ledgers post- 
ing is made from the deposit slips themselves. At the close 
of the day the statement clerks and the bookkeepers compare 
their balances on each account and rectify any errors which 
may have been made. 

The third check upon the accuracy of the ledgers is the 
control accounts of the general bookkeepers' department. 
When each individual account has been proved against the 
statement clerks' records and the proof of the ledger has been 
prepared, a statement showing the total of the balances in 
each ledger is sent to the general bookkeepers' department. 
In the meantime the general bookkeepers have built up control 
accounts over each ledger from the proofs sent them by the 
operating departments of the bank, the check desk, and the 
ticket journal department. The general bookkeepers check 
the balances furnished them by the customers' bookkeepers 
with their own figures and bring any errors discovered to the 
attention of the latter. 

Disposition of Entry Material 

When the proof for the day has been verified all tickets 
and checks which were used as a basis for the entries made 
the previous day are filed. The debit and credit tickets are 



Digitized by 



Google 



544 PRACTICAL BANK OPERATION 

filed by numbers for future reference; deposit tickets are 
sent back to the receiving teller for filing; and all checks, 
notes, and similar items are placed in the check and statement 
files whence they are sent to the customer at the time that 
the statement is forwarded to him. Before sending the state- 
ment, however, the canceled vouchers are carefully checked 
against it to insure the accuracy of the enclosure. 

"Holds" 

In addition to the regular original entry material the book- 
keepers frequently have to deal with "holds." A hold may 
be defined as a temporary debit entry made to an account 
pending the arrival in the bookkeepers* department of 
authority to make the debit permanent. In studying the work 
of the operating departments it has already been noted that 
the hold is the common method used by a department to make 
sure that a customer's account will not be overdrawn by a 
debit which is to be made. When he receives a request to 
hold an amount the bookkeeper makes a debit entry in pencil 
with a notation as to what department sent the request. Later, 
on the same day usually, the bookkeeper receives a ticket or 
some other debit item covering the hold, at which time he 
makes a permanent entry charging the account If for any 
reason a debit covering the hold should not be sent to the 
bookkeeper within twenty-four hours, he withdraws it and 
is relieved of responsibility should an overdraft occur. It 
should be said, of course, that the hold does not affect the 
depositor's balance except for the purpose of meeting draw 
ings which may be made while it is in effect. 

Time Deposits 

For the purpose of securing higher interest rates on funds 
which are not needed in the immediate future, customers 
frequently place these funds in a special time deposit accoimt. 
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These accounts are kept in separate ledgers, and since by 
nature such accounts are very inactive the ledgers are kept 
by a member of the bookkeeping force who is also in charge 
of a ledger containing demand deposit accotmts. One sheet 
of a ledger is devoted to a customer's account. 

In order that the bank may avail itself of the provision 
of the law which permits it to maintain a reserve of only 
3 per cent against time deposits, these deposits are made with 
the understanding that they can be withdrawn only after a 
30-day notice of intention to withdraw has been filed with 
the bank. When a customer who has a time deposit account 
wishes to make a withdrawal he files a notice in accordance 
with this provision. Upon receipt of this notice the customer's 
time deposit accotmt is charged and an account known as 
"Time Deposits — Notice of Withdrawals Given," is credited. 
The withdrawal itself, when made, is charged to this accotmt. 
The "Time Deposits — Notice of Withdrawals Given" there^ 
fore represents deposits against which reserve at the rate for 
demand deposits must be kept, but they are not payable until 
the notification period has expired. 

Time certificates of deposit are similar in nature to time 
deposits, although the accounting for them is done by the 
general bookkeepers. These certificates are recorded in a tickler 
ledger according to due dates. To meet reserve requirements, 
31 days before its due date the amount of each certificate is 
transferred from the Time Certificate of Deposit account to 
the Demand Deposit account When the certificate is pre^ 
sented for payment it is charged to Demand Deposits just 
as are cashier's checks and similar instruments. 

Inactive Accounts 

Occasionally a depositor's account will show no change 
for a considerable period of time. In order that the book- 
keeper may not be burdened with the unnecessary labor of 
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forwarding unchanged balances each day, such an account 
as this is transferred to an inactive ledger. This book is an 
ordinary two-coliunn ledger showing on the credit side the 
amount and date of the transfer and on the debit side the 
final disposition of the balance. At intervals/the inactive ledger 
is examined and an effort is made to ascertain the reason for 
the inactivity of the account. Frequently the balances are 
very small ones representing differences between the bank's 
records and those of customers who have withdrawn their 
accounts. In such cases, the matter is brought to the attention 
of the customer and the amoimt is usually withdrawn. On 
the other hand, should an additional deposit be received from 
a depositor whose account appears in the inactive ledger, or 
some other sign of activity be shown, the account is transferred 
back into the regular deposit ledger. 

Statistical Work of Bookkeepers 

The bookkeepers also have the duty of supplying certain 
information of a statistical nature to the officers and others 
of the bank. Whenever an account of the bank is closed and 
the balance withdrawn, they notify all departments which 
are particularly interested, such as analysis, credit, and signa- 
ture control. Each day the bookkeepers prepare for the use 
of the officers a report containing a list of all accounts having 
a balance of more than $500,000 and $1,000,000 respectively, 
and of all those which have shown a change in balance during 
the day of $100,000 or more in either direction. 

Passing upon Checks Before Payment 

In the discussion of the work of the departments which 
receive checks drawn upon the bank itself, it has been said 
that the bookkeepers act as a court of final resort in deciding 
upon whether or not the bank will honor an item presented 
for payment. Specifically this work consists in: 
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1. Caring for stop-payment orders. 

2. Watching for overdrafts. 

3. Verifying signatures. 

4. Examining items for filling, date, indorsement, etc. 
The work of caring for stop-payment orders and watching 
for overdrafts is performed by the ledger bookkeepers them- 
selves, while signatures are verified and items are examined 
for filling by a closely related department known as the signa- 
ture control department 

Stop-Payment Orders. Stop-payment orders come to the 
attention of a stop-order clerk. Usually the orders are in 
writing, but they may be given verbally. In the latter case, 
however, the bank asks the sender to confirm the order in 
writing. If the order pertains to a check recently issued 
search is made through the check and statement files and also 
on the customer's statement in process of preparation to 
determine whether the item has been paid since the last state- 
ment was rendered. If payment has already been made the 
customer receives an advice of the fact and the bank, of course, 
can do nothing in the matter. If, on the other hand, payment 
has not been made the advice is sent to the customer acknowl- 
edging receipt of the order and promising to see that it is 
carried out This advice states that it is assumed that the 
customer has examined his records and determined that the 
check has not already been returned to him paid. 

A list of all stop-payment orders received is sent to the 
pajnng teller, to the certification department, and to the book- 
keeper in charge of the ledger containing the account of the 
drawer of the item. Each bookkeeper keeps a stop-payment 
card upon which he enters the niunber of the check, the date 
the check was issued, and the amount. The card is filed in a 
stop-payment file and it becomes the duty of the bookkeeper 
to watch carefully all checks received by him and avoid enter- 
ing in the ledger those against which stop-orders are in effect 
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Overdrafts, As he posts, the bookkeeper notes whether 
the customer's balance is adequate to take care of the debit 
items and when an account is overdrawn he reports the fact 
upon an overdraft slip to the officer in charge of the depositor's 
territory. Knowing the nature of the customer's account the 
officer is in a position to decide whether or not the overdraft 
is to be carried. Due to the fact that the bank has such a 
large volume of out-of-town business many of these over- 
drafts are caused by checks being drawn against funds delayed 
in transit and are of comparatively little consequence; hence 
the officer promptly approves and signs the slip as authority 
to the bookkeeper to carry the overdraft. In other cases, 
however, there is doubt as to the advisability of carrying the 
overdraft. In instances of this sort it is the usual practice 
to send the overdraft slip to each operating department which 
handles credits to depositors' accounts. In these departments 
search is made through the work in process and on the over- 
draft slip is indicated whether or not the department has 
funds for the depositor which have not yet been posted. The 
overdraft slip then returns to the officer who approves or 
rejects the transaction. Then it is sent to the credit depart- 
ment where it is filed in the credit folder of the customer. 

Signatures. The ftmction of verifying signatures for the 
whole bank is performed by the signature control department 
which maintains an up-to-date file of the signatures with which 
the bank comes into contact. Accordingly all checks coming 
to the check desk are scrutinized by this department before 
they are passed to the bookkeepers for posting. From long 
acquaintance with the signatures of the bank's clients the 
members of the signature department become familiar with 
the majority of them and can quickly and accurately examine 
an astonishingly large number of items in a day. When a 
signature is not known it can be quickly verified by reference 
to the card file kept by the department. As a matter of 
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convenience the signature control department also scrutinizes 
the items with regard to proper dating and filling. 

At the time a customer opens an account the bank requires 
him to prepare signature cards for its future use. Different 
forms of cards are used for banks, for individuals, and for 
other business concerns. Upon these cards are given the 
signatures of those authorized to sign, the signatory powers 
enjoyed by each signer, the individuals required to sign each 
instrument, etc. In case the customer is a corporation the 
bank authenticates the signature card by obtaining a certified 
copy of the resolutions of the board of directors of the cor- 
poration authorizing officers and others to sign. On the 
reverse side of the signature card for individual customers 
such information as name of person introducing the subject 
to the bank, business of subject, address, and date of opening 
the account is entered. Excepting in the case of correspondent 
banks, duplicate signature cards are filled out for each 
depositor, and the second set is kept by the paying teller to 
assist him in verifying signatures for the pasrment of checks. 

Irregular Items. In a large bank the function of protecting 
itself against paying unauthorized checks drawn against the 
accounts of bankrupts, deceased persons, concerns in the hands 
of receivers, accounts which have been attached, etc., becomes 
important. The matter of passing upon the authority of those 
who seek to draw checks against balances of this sort rests 
with the legal department which obtains and files copies of 
court orders, wills, etc., and consults them before approving 
payment. To prevent passing items of this sort without refer- 
ring them to the legal department the bookkeepers place a 
stamp of distinctive shape opposite the name of each account 
which cannot be drawn against in the regular way. 

In general, the procedure in dealing with a check which 
is seriously irregidar in signature, indorsement, filling, insuffi- 
cient balance, or against which a stop-payment order is in 
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effect, is for the check desk department to charge and send 
it immediately to the city collection department, together with 
a slip showing reasons for refusing pa3mient This latter 
department communicates with the last indorser and obtains 
reimbursement. The bank, however, attempts in every way 
consistent with good banking to spare its customers the incon- 
veniences which come from having items returned. In return- 
ing a check drawn by an out-of-town depositor because of 
insufficient funds, for example, the bank includes in its notice 
an opinion that the overdraft is caused by funds being delayed 
in transit and it requests the holder to present the item for 
pa)rment again shortly instead of returning it to the maker. 
In the case of a comparatively small irregular check drawn 
in favor of a concern of high credit rating, the bank some- 
times makes the payment and communicates with the drawer 
of the item by letter. The understanding is, of course, that 
the payee of the item whose indorsement appears thereon 
will make it good in case the maker refuses pa)rment 

Interest on Deposits 

As a special inducement for customers — ^both banks and 
individuals — ^to maintain balances of considerable proportions 
and in order to meet the competition of other banks, the bank 
at times pays interest upon deposit balances. As a basis for 
calculating interest to be paid depositors the bookkeepers pre- 
pare each morning a list of interest balances which they enter 
on interest sheets of which there is one for each depositor. 
The interest balance for a particular account is obtained as 
follows: To the credit balance for the preceding day are added 
any deposits credited to the customer's account which are 
available for use by the bank on the current day. From this 
sum are subtracted all debits made to the depositor's account 
during the day. The result is the interest balance. 

It will be noted that the interest balance is less than the 
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actual balance by the amount of all items credited to the 
depositor's account during the current day, excepting those 
which the bank can use in its loaning operations. The reason 
for this is that the bank generally gives the customer credit 
for items before it has the use of them. All credits therefore 
appear in the actual balance- The interest balance for a given 
day, however, represents in so far as is practicable only those 
funds deposited by the customer of which the bank has full 
use. Uncollected funds therefore are excluded from the in- 
terest balance. 

The reason for making a deduction for uncollected funds 
in arriving at the interest balance may be illustrated by means 
of a concrete example. Suppose a customer deposits in the 
National City Bank of New York on January 2, a check for 
$5,000 drawn upon a clearing house bank. The National City 
Bank would give him immediate credit for $5,000 in his 
deposit account, thereby increasing his actual balance for 
January 2 by this amount. The bank, however, cannot collect 
the check until the ten o'clock session of the clearing house 
on January 3. In other words, the bank does not have the 
use of the check for loaning purposes during the day of 
January 2 at all. This amount is therefore properly deducted 
from the actual balance in arriving at the amotmt upon which 
the bank should pay interest for January 2. 

The practice of eliminating uncollected credits from a 
depositor's account for one day takes care of the time required 
for the bank to collect sights, trusts, clearing house items, etc., 
in fact all cash items save countries. In case the bank has 
charged the customer exchange on a country item, it figures 
that the amount of exchange collected reimburses it for loss 
of interest and it therefore makes no deduction for an item 
of this sort. On country items drawn payable at a discre- 
tionary point, however, no exchange is charged and such un- 
collected items are therefore deducted in arriving at the interest 
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balance. To care for these "interest delays," as they are 
termed, the transit department inspects the incoming cash mail 
and indicates on the letters the amounts to be delayed and 
the time required for collection. For country items taken 
in by the receiving teller the transit department sends the 
bookkeepers a monthly list of the interest delays for each 
depositor. All these interest delays are entered in a separate 
column on the interest sheets and at the end of the month 
they are combined for each account and the proper deduction 
is made in calculating the interest. 

The following table shows a comparison of an interest 
balance with an actual balance for a given day: 

Interest Actual 
Balance Balance 
Actual balance as shown by ledger at beginning of 

day $ 75,000 $ 7S,ooo 

Deposited today: 
Proceeds from discounts, loans, and other imme- 
diately available items 25,000 25,000 

Clearing house checks, country checks with ex- 
change trusts, etc., arriving too late to be col- 
lected today 10,000 

Country checks (discretionary, 3 days) S,ooo 

$100,000 $115,000 
Less checks paid 20,000 20,000 

$ 80,000 $ 95,000 
Less interest delay $5,000 at 2 days 10,000 

Balance for today $ 70,000 $ 95,000 

Balance forwarded to next day's work $ 95,000 $ 95,000 

Interest Department 

When the interest sheets for the given day are completed 
they are passed to the interest department, which performs 
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the work of calculating and accounting for interest paid on 
balances. The clerks from the interest department compare 
the interest sheets with the ledger balances of the bookkeepers 
to ascertain their accuracy and post the interest balances to 
the interest ledger. The function of this ledger is to record 
the interest balance of each interest-bearing account. Each 
customer who receives interest has a separate vertical column 
for entry of his daily interest balance. All interest balances 
for a given day are entered on the same line, so that at the 
end of the interest month by adding the ledger columns from 
top to bottom the sum of the balances maintained by each 
customer may be obtained, while by adding the lines from 
left to right the total amount bearing interest each day is 
obtained. 

On the twenty-sixth day of each month the interest clerks 
calculate the interest due each customer. This is done by 
computing interest for 30 days upon the average balance 
shown on the interest sheet. The interest department also 
attends to settling with the customer for interest allowed him. 
Usually the customer wishes his account to be credited for 
the amount. In this case the interest department enters the 
amount on posting sheets which are sent to the ledger book- 
keepers for credit to the customer's accotmt. If the depositor 
desires to receive a cashier's check for the interest due him, 
the accounting department sends him the check. In any event 
the interest sheet prepared by the bookkeeper is sent to the 
customer as evidence of the allowance. 

Accounting for Interest 

The interest allowed depositors each month is charged to 
the Interest Paid account and credited generally to the 
depositors' accounts or to Cashier's Check account. In some 
cases, however, the agreement in effect between the bank and 
the recipient of interest provides for payment at other periods 
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than the close of the month. In such cases credit is made 
to the Reserve for Interest — Domestic Bookkeeping Depart- 
ment account at the end of the month. When payment is made 
the amount is charged to this accotmt. The Interest Allowed 
on Deposits account is therefore an expense account, represent- 
ing the total amount of interest on depositors' balances paid 
by the bank. This is divided into sections, for statistical pur- 
poses, according to classes of accounts — individuals, banks, 
and time deposits. The Reserve for Interest account is a 
liability account showing amounts accrued and unpaid. 

Analysis of Depositors' Accounts 

Frequently it is desirable to know the relative profitableness 
of a customer's account to the bank. When a question of this 
sort arises it is referred to a department known as the analysis 
department, whose function it is to determine the cost and the 
profit or loss resulting from carrying customers' accounts and 
to submit their results in the fosm of reports, as illustrated 
in Form 86. 

In analyzing an account the base of the calculation is the 
average loanable balance. This consists of the average of 
the daily ledger balances of the account less amounts not 
available to the bank for loaning purposes, i.e., the reserve 
maintained against the deposit and uncollected funds contained 
in the balance. In other words it is the interest balance, less 
reserve maintained. This figure is computed for each month 
contained in the period covered by the analysis. 

From the average loanable balance the gross income from 
the account is computed. The rate of gross income is the 
average rate obtained by the bank on all of its investments 
for the month under consideration. Interest on the average 
loanable balance at this rate for one month gives the gross 
income from the account. 

In deriving the net income produced by an account from 
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tlie gross income, two deductions are to be made — ^the interest 
paid the depositor, and the cost of maintaining the account. 
No difficulty is encountered in obtaining the interest paid 
figure, since it is the amount computed by the interest depart- 
ment and paid the depositor. 

The expense of maintaining an account consists of three 
parts: the direct expense, the special service, and the overhead 
expense. Direct expense is that incurred through handling 
items for the customer in the operating departments of the 
bank. Knowing the total expense of carrying on a given 
operation in a department for one month the analysis depart- 
ment arrives at a monthly average unit cost for each item 
passing through that process, by dividing the total cost by the 
number of items handled. This unit figure is then multiplied 
by the number of items handled for the account to be analyzed 
in order to determine the cost of furnishing the particular 
service for the account. The same analysis is made of each 
operating service used by the depositor, and the total of all 
these costs gives the direct expense of maintaining the account. 

Special service expense is that incurred through furnishing 
such services as giving information on foreign trade, indus- 
trial service, etc. Since the service departments do not handle 
specific items, this expense cannot be reduced to an item basis. 
The cost of this service is therefore distributed on an estimated 
basis among the customers using it. 

The indirect or overhead expenses are such as general 
and administrative expense and others which cannot be directly 
allocated to depositors' accounts. If the bank cares to take 
cognizance of these costs they may be distributed on some 
arbitrary basis. Such a figure is, however, at best unreliable 
and it is considered good practice to disregard these expenses 
entirely in the analysis figures. 

It is apparent that the system of analysis just outlined 
does not produce an absolutely accurate figure for profits. 
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The system, however, must be appraised in the light of what 
information is really wanted by the bank. A bank is not 
particularly interested in knowing the exact profit obtained 
from an account; at least not enough so to incur the outlay 
which would be necessary to maintain such a system of analysis 
were it possible to arrive at an accurate figure. The bank 
expects an analysis to show three things: (i) whether carry- 
ing the account produces regularly a profit or a loss, (2) 
whether the bank is furnishing service to the depositor in 
excess of what the profitableness of the account calls for, and 
(3) whether the depositor habitually draws against uncollected 
funds. All things being taken into consideration the system 
just outlined meets the requirements of a bank in an economical 
way. 
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CHAPTER XXII 

FOREIGN BCX)KS 

Divisions of Foreign Accounts 

The foreign accounting of the bank is divided into two 
parts: (i) the accounting for balances maintained by the 
bank with foreign correspondents, and (2) the accounting 
for balances kept on deposit in the bank by foreign cor- 
respondents. Mention has already been made of the fact 
that the account relations between the bank and its foreign 
correspondents may consist of dollar deposit accounts kept 
in the American bank by the foreign correspondent, or they 
may consist of foreign currency deposit accounts kept with 
the foreign correspondent by the American bank. The former 
class of accoimts is spoken of as the "their," or "due to foreign 
banks" accounts, while the latter is spoken of as the "our," or 
the "due from foreign banks" accounts. The "due to" accounts 
are liabilities of the bank, while the "due from" accounts are 
assets. It is understood, of course, that foreign non-banking 
concerns and individuals have only "due to" accounts with 
the bank, just as do its domestic customers. 

From this classification of the foreign bank accounts it 
must not be thought that the foreign correspondent banks 
themselves are always of two classes — ^those which maintain 
deposit balances with the American bank, and those with which 
the bank maintains deposit balances. The American bank 
does keep accounts with some foreign banks which do not 
keep accounts with it, it is true, and the American bank 
also holds balances to the credit of some foreign banks with 
which it does not keep a balance. With each of its larger 
correspondents, on the other hand, the American bank has 
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reciprocal accounts; i.e., there is both an "our" account and 
a "tiheir" account relation. For bookkeeping purposes, how- 
ever, these two accounts with the same bank are kept as far 
separated as though the bank were accounting with separate 
institutions. 

Foreign "Their** Accounts 

The "due from foreign banks'' accounts, which are kept 
for the purpose of trading in foreign exchange, have already 
been described in the work of the traders. The "due to foreign 
banks" accounts, which are the foreign counterpart of the 
domestic customers' accounts, are kept by the foreign book- 
keepers' department. The work of this department is similar 
to that of the domestic bookkeepers' department in most 
respects ; hence certain important differences which arise from 
the peculiarities of international banking procedure will receive 
the main emphasis in the following disctission. 

Foreign Drafts 

The foreign draft differs from the domestic check in that 
it is generally drawn in duplicate and in that the drawer 
usually advises the bank that he has drawn it. The arrange- 
ment is generally that whichever of these items arrives in 
the bank first — advice, original, duplicate, or triplicate copy 
of the draft — serves as authority to charge the account of the 
drawer. As a result a depositor's account may be charged 
from the original draft itself, as in the domestic work, or it 
may be charged from the advice or from the duplicate. Hence 
in foreign bookkeeping an important problem is that of making 
sure that each drawing is honored only once. 

Drafts Section 

For the purpose of handling these drafts and advices which 
are to be charged to foreign customers' accounts, a special 
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drafts section is maintained in the foreign bookkeeping depart- 
ment. There is a subsection for each foreign ledger. The 
drafts section performs in general the work of the check desk 
in the domestic division of the bank, in that it prepares the 
drafts for posting. The term "drafts," however, includes not 
only original drafts, but duplicates and advices as well. 

In the large majority of cases the drawers of foreign 
drafts advise the bank of their drawings, and these advices 
constitute authority to charge their accounts. An advice 
usually reaches the bookkeeping department before the cor- 
responding draft does, since the drawer sends the advice 
direct to the bank while he sends the draft to the payee, who 
presents it to the bank for payment in a more or less round- 
about manner. In the typical procedure, therefore, the account 
is debited upon receipt of the advice and the draft is paid 
by the bank subsequently. The advice comes to the proper 
drafts clerk direct from the incoming mail department. The 
drafts subsections deal with the corresponding ledgers by 
means of debit tickets exclusively. After it has been ascer- 
tained that the signature appearing on the advice is authentic 
and that the advice is regular in every respect, it is recorded 
in the drafts book of the subsection. Thereupon a debit ticket 
charging the account of the drawer is drawn. This ticket 
passes through the ticket journal department for entry to 
the control accounts whence it is sent to the proper ledger. 

Customers' Drafts Advised and Outstanding Account 

While the account of the sender of the advice has been 
charged, the bank has not reduced its liability. The draft 
to which the advice applies is still outstanding and will have 
to be paid when it is presented. To offset the charge which 
has been made, a credit is made to an account entitled "Cus- 
tomers' Drafts Advised and Outstanding," for the total 
amount of all debit tickets which have been drawn by the 
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draft clerk. An entry of this sort, in effect, segregates funds 
out of foreign depositors' accotmts for the purpose of meeting 
drafts which they have drawn. The Customers' Drafts Ad- 
vised and CXitstanding account is thus in a way similar to 
the Certified Check account in that it represents funds which 
have been segregated to pay instnmients already charged to 
the accotmts of the drawers. In the case of certified checks, 
however, the bank is obliged to pay the check when presented, 
while in charging an advice to a customer's account the bank 
assumes no obligation to pay the draft when presented if the 
balance in the account is not sufficient at the time of present- 
ment or if the draft itself is not correctly drawn. Since the 
drafts are payable when presented this account has the same 
status as a demand deposit. It is accordingly kept in one 
of the foreign ledgers as an ordinary deposit account. 

There is one Customers' Drafts Advised and Outstanding 
account for each ledger. For convenience the Customers' 
Drafts Advised and Outstanding accounts for all the foreign 
individual ledgers are cared for in the S-Z foreign individual 
ledger, while the same accounts for all the foreign bank ledgers 
are contained in the O-Z foreign bank ledger. The tickets 
debiting drawers' accounts are sent to the various ledgers 
from the ticket journal department and the tickets crediting 
the Customers' Advised and Outstanding account are sent to 
the two ledgers containing these accounts. So far as the 
proof of the ticket journal department is concerned, entries 
made to the Customers' Drafts Advised and Outstanding 
account are indistinguishable from the ordinary cross-credit 
transactions, debiting one set of customers and creditmg an- 
other. 

Incoming Drafts 

When a draft which has been advised in this manner is 
presented and paid it is charged to the Customers' Drafts 



Digitized by 



Google 



S62 PRACTICAL BANK OPERATION 

Advised and Outstanding account instead of to the account 
of the drawer. 

Foreign drafts come to the check desk through the usual 
channels. Since at the check desk there is no way of knowing 
which items will be returned unpaid by the foreign book- 
keepers, the whole amount of drafts is charged in bulk to 
the latter department. The drafts are examined by the drafts 
clerks and those which cannot be paid are returned to the 
check desk. A report is then sent to the check desk showing 
the distribution of the drafts approved for payment to the 
two ledgers containing the Customers' Drafts Advised and 
Outstanding accounts. This report is incorporated in the 
daily proof of the check desk department whereby it serves 
the function of giving the general bookkeeper control figures 
over these charges. The debit entries to the Customers' Drafts 
Advised and Outstanding accounts contained in the O-Z bank 
and the S-Z individual ledgers are made from tickets which 
pass directly from the drafts clerk to the ledger bookkeepers 
without passing through the ticket journal department proof. 
By this arrangement a double charge to the general accounts 
is avoided. 

Pajrment of Drafts 

Many foreign customers — ^individuals for example— do not 
as a general rule advise the bank of their drawings. It also 
frequently happens that foreign drafts are presented to the 
bank for payment before the corresponding advice arrives. In 
cases of this sort the bank honors the drafts, unless it has 
standing instructions from the drawers not to do so. When 
the bank pays the draft of a customer before it receives an 
advice and the customer is one who regularly sends advices 
of drawings, it informs him of its action and requests him 
to send a confirmation. In handling an item of this sort, for 
uniformity's sake, the same entry is made as for an advice; 
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that is, the transaction is passed through the Customers' Drafts 
Advised and Outstanding account Care is taken to see that 
the advice, if any, is not charged to the customer's accoimt 
when it is received subsequently. 

The foregoing represents the method used in handling 
foreign drafts received through the clearings and also from 
most of the operating departments of the bank. Drafts pre- 
sented to the paying teller or the certification department 
are handled somewhat differently, however, in that they are 
not paid or certified until the drafts clerks have examined 
them. If payment is in order the drafts clerk has a "hold" 
placed against the account for the amount of the draft and 
returns it together with his authorization stamp to the paying 
teller or certification department for action. The entry debit- 
ing the account of the drawer and crediting the Customers' 
Drafts Advised and Outstanding account is made at this time 
rather than when the draft has returned from the check desk. 

Drafts Book 

For the purpose of maintaining a permanent record of 
all .drafts paid by the department each drafts clerk keeps a 
drafts book. In this book there is a separate section for each 
depositor in which each draft and advice coming to the bank 
is entered. This entry when completed includes the name of 
the customer, the date of arrival of the draft, the date of 
advice, which is the date upon which the instrument was 
drawn, the number of the draft, the amount, the date paid, 
and any remarks in regard to the instrument, such as the fact 
that an additional copy has been received, etc. 

The chief function of the drafts book is to enable the bank 
to avoid honoring an item and charging it to the drawer's 
account more than once. Before either a draft or an advice 
is acted upon the drafts book is examined. This examination 
indicates whether a charge is to be made to the account of 
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the drawer at this time, and whether payment is to be made 
if the item presented is a draft or a duplicate. The total of 
the items remaining unpaid according to the "Date Paid" 
column of the drafts book represents the balance of Customers' 
Drafts Advised and Outstanding account for the correspond- 
ing ledger, and proof is made between this book and the account 
each week. 



Ledger Bookkeepers 

With the exception of the drafts, the material for posting 
to the foreign ledgers passes through the same process as the 
material for the domestic ledgers. Double tickets pass through 
the ticket journal department, single tickets through depart- 
mental credit journals, and cash letters and deposit tickets 
come directly to the foreign bookkeepers after control figures 
for the general books have been prepared. 

The foreign bookkeeping force is organized by ledger 
volumes.^ Each ledger force consists of a ledger bookkeeper 



'The ledger Tolumes are arranged as follows: 






Foreign Banks 




1. A to C: 


3. G to H: 


5. to Z: 


Argentina 


Germany 


Panama 


Australia 


Great Briuin 


Paraguay 


Austria 


Greece 


Persia 


Azores 


Guatemala 


Peru 


Belgium 


Haiti 


Philippine IsUnds 
Poland-Porto Rico 


Bermuda 


Hawaii 


Bolivia 


Holland 


Portugal 


Brazil 


Honduras 


Roumania 


Bulgaria 




Russia 


Canada 


4. I to N: 


Salvador 


Canary Islands 


Iceland 


Servia 


Chile 


India 


Spain 


China 


Italy 


Sweden 


Colombia 


Jamaica 


Swiucrland 


CosU Rica 


Japan 


Trinidad 


Cuba 


Java 


Turkey in Asia 


Czecho-Slovakia 


Jugo-SIavia 


Turkey in Europe 




Liberia 


Uruguay 


3. D to F: 


Lithuania 


United States 


Denmark 


Luxembourg 


Venezuela 


Dominican Republic 


Madeira 


Virgin Islands 


Dutch Guiana 


Mexico 


West Coast Africa 


Dutch West Indies 


Nicaragua 




East Africa 


Norway 





Ecuador 

Finland 
France 
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and an accounts current, or statement, clerk; and these two 
act as a check upon each other just as do the ledger bookkeepers 
and statement clerks in the domestic bookkeeping department. 
Entries in the foreign ledgers from different sources are 
posted in ink of different colors, just as are those in domestic 
ledgers. The great bulk of the original entry material consists 
of tickets, in contrast to the large number of checks contained 
in the material for the domestic book, but these tickets are 
posted in the same way as those for the domestic ledgers. 
Holds are far more prevalent in the work of the foreign sec- 
tion but they are not handled in a distinctive way. 

Overdrafts in Foreign Accounts 

Overdrafts occur with greater frequency in foreign 
accounts than in domestic. From the standpoint of the officers 
to whom overdrafts are referred, the accounts may be divided 
on the basis of overdrafts into three classes : 

1. Those which have no overdraft privileges. 

2. Those enjoying the privilege, by virtue of prearranged 





Individual Accounts 




6. A to Chi: 


8. F to G: 


la. Q to R: 


Argentinm 


Finland 


Roumania 


Anstralia 


France 


RttssU 


Austria 


Germany 
Great Britain 




Azores 


13. S to Z: 


Belgium 


Greece 


Salvador 


Bermuda 


Guatemala 


Servia 


Bolivia 




Spain 


Brazil 


9. H to L: 


Sweden 


Bulgaria 


Haiti 


Switzerland 


Canada 


Hawaii 


Trinidad 


Canary Islands 


Holland 


Turkey in Asia 


Chile 


Honduras 


Turkey in Europe 


China 




Uruguay 




10. M: 


United States 


7. C to E: 


Madeira 


Venezuela 


Colombia 


Mexico 


Virgin Islands 


Costa Rica 




West Coast of Africa 


Cuba 


II. N to P: 


14. Due to Branches 


Czccho-Slovakia 


Nicaragua 


Due to Governments 


Denmark 


Norway 


Account 


Dominican Republic 


Panama 


Foreign Time Deposits 


Dutch Guiana 


Paraguay 




Dutch West Indies 


Persui 




East Africa 


Peru 




Ecuador 


Philippine Islands 
Poland 




Egypt 
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terms, of overdrawing their accounts up to a certain 
amount. 
3. Reimbursement accounts. 

The first-named class of accounts corresponds to the 
domestic accounts in that the bank tmdertakes to pay the 
customer's drafts only When he has sufficient funds on deposit 
to meet them. If an account of this sort shows an overdraft 
the usual search for prospective credits is made through the 
operating departments, and if no funds are found the officer 
of the bank to whom the transaction is referred generally 
refuses to honor the proposed drawing. 

Foreign banks engaging actively in foreign exchange 
transactions find it both convenient and profitable to overdraw 
their accounts at times. To enable themselves to do this they 
make arrangements with their correspondents to honor over- 
drafts against their accounts up to certain amounts. By cus- 
tom the correspondent receives a high rate of interest upon 
overdrafts, not only from banks but from all other foreign 
accounts as well. Many of the banks having this privilege, 
secure their overdrafts by depositing collateral or by having 
some other large bank furnish a standing guarantee covering 
whatever overdrafts may occur. While the bank generally 
undertakes to carry overdrafts for those customers who enjoy 
this privilege, imless they exceed the maximum amount agreed 
upon, it reserves the right to call upon the correspondent to 
make good the overdraft at any time. 

In connection with a reimbursement account the foreign 
correspondent makes arrangements to overdraw its account, 
but it provides the New York bank with some means of reim- 
bursement for the amount overdrawn. Usually the foreign 
correspondent arranges for the American bank to reimburse 
itself by drawing a draft upon another bank. The bank dis- 
counts this draft with its foreign discount department and 
uses the proceeds to restore the overdrawn account. Another 
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method of reimbursement is for the American bank to dis- 
count, in accordance with standing instructions, certain un- 
matured bills which it is holding in portfolio for the foreign 
bank. Some foreign customers who desire to maintain a 
balance of a certain minimum size make use of this same 
arrangement for having their accounts restored when they 
fall below the stipulated amount 

Special Instructions 

In addition to watching for overdrafts, there is the im- 
portant duty of caring for other standing and special instruc- 
tions given by depositors. Many customers request the bank 
to notify them by cable or by letter when overdrafts occur. 
Others request that cable messages showing the size of their 
balances be sent them at stated intervals. Some banks have 
instructions to the effect that whenever their balances exceed 
a certain amount the excess is to be remitted to them or to 
some other correspondent. Instructions of this sort are noted 
opposite the account in the ledger and also in the card file 
to make sure they receive the proper attention. Matters requir- 
ing attention because of these instructions are, of course, 
referred to the proper officer for action. 

Statements of Account 

The statement of the foreign account (Form 87) is similar 
to that of the domestic. While the statement is in the process 
of preparation it serves the important function of giving in- 
formation for answering inquiries and acknowledging advices 
received from abroad. In this same connection outgoing 
advices of debit and credit which the bank according to the 
custom of international banking sends to its correspondents 
when it debits or credits their accounts, are inspected by the 
statement clerks before they are mailed. As an additional 
safeguard against charging an account more than once for 
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the same item, all duplicate drafts are examined by the accounts 
current clerks before they are approved for payment. 

A difference in the procedure in international banking and 
in domestic banking is to be noted in the disposition made 
of the drafts and other paid vouchers. It will be recalled 
that in the domestic work the paid checks and other instruments 
are returned to the customer along with the periodical state- 
ment of account. On the other hand, except in the case of 
a few banks which have filed specific requests for such service, 
the paid drafts are not returned to foreign correspondents. 
These paid drafts are filed by the paying bank and they are 
useful material for proving that payment has been made 
when duplicates or other copies are presented and for obtain- 
ing copies of indorsement for identification of holders who 
have no means of identification other than the fact that 
they have cashed a foreign draft at the bank at some time 
in the past. 

Interest on Accounts 

Interest on deposits is quite generally allowed in foreign 
banking and the rates are by custom slightly better than in 
the domestic field. The work of computing and accounting 
for interest is done by the statement clerks and the interest 
clerks. In arriving at the amount of interest to be allowed 
on an account the Staffel system is used. This system is 
briefly as follows: Interest numbers are obtained by multiply- 
ing the balance of the account by the number of days it 
remains unchanged. At the end of the interest period these 
interest numbers are added, multiplied by the rate of interest 
allowed on the given account, and this product divided by 
360. The quotient is the credit interest of the given account. 
If the account has been overdrawn during any portion of the 
interest period, by custom prevailing in international banking 
the bank is permitted to charge interest on the amount of 
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overdraft at a higher rate. The difference between the debit 
interest calculation on the overdrafts and the credit interest 
calculated on credit balances gives the net interest. Interest 
clerks attached to the department check the calculations of 
the accounts current clerks and report the amount of expense 
incurred on account of interest to the voucher register. In 
the voucher register the amount is charged to the Interest Paid 
account and the various ledgers are credited. 

Indirect Drawings 

In the discussion of foreign drafts it has been said that 
the New York bank occasionally draws drafts upon foreign 
banks with which it has no direct connections. Likewise 
foreign banks which are not customers of the American bank 
sometimes draw drafts upon it. When a foreign bank draws 
a draft in this way it sends the usual advice. In the advice 
the drawer bank instructs the drawee as to the method which 
the latter shall use in order to reimburse itself for this 
outlay. 

Reimbursement for indirect drawings is generally to be 
made by having the drawee bank charge the account of some 
bank which is a correspondent of both itself and the drawer, 
although it is occasionally made by having the drawee bank 
draw a draft in its own favor upon some bank designated 
by the drawer. In case an indirect drawing is to be charged 
to the account of some one of the bank's foreign correspond- 
ents, that correspondent sends an advice authorizing the charge 
to be made. The drawee bank honors the drawing only after 
it fias received this advice. If a reimbursement draft is drawn, 
it is made large enough to include the face of the drawing 
and interest for the time required for collection. Then it is 
discounted with the foreign discount department and the 
proceeds are used for the purpose of meeting the foreign bank's 
draft. 
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Clean Credits 

Gean credits not having a definite stated face value are 
handled by the bookkeepers. Under a clean credit of this 
sort a correspondent advises the New York bank that the 
beneficiary will draw approximately a certain amount and 
requests the latter bank to honor such drafts and reimburse 
itself in an approved way, usually by charging the advising 
bank's account. 

When a clean credit is opened by a foreign correspondent 
a record of the credit is made in the clean credits ledger. 
To each credit there is assigned a serial number under which 
it is recorded in the ledger. The entry contains the name 
of the beneficiary of the credit, by whom issued, credit number 
of the issuing bank, the expiration date of the credit, if any, 
the method to be employed by the bank in reimbursing itself, 
the approximate amount of the credit, and the method of 
opening it — whether by letter or by cable. 

As drafts are drawn on the bank by the beneficiary and 
paid the bank reimburses itself according to instructions — 
almost invariably by charging the account of the bank opening 
the credit. As the drafts are paid the amounts of payment 
are entered in the ledger. When the maximum amount to 
be drawn has been reached or the time limit has expired, the 
credit is ruled off and closed. 

Foreign Drafts Drawn upon Domestic Correspondents 

To assist its foreign correspondents in meeting the demands 
which their customers make upon them for drafts drawn upon 
any cities in the United States, Canada, the Hawaiian Islands, 
Cuba, etc., in which the foreign banks do not have correspond- 
ents, the New York bank makes arrangements for these banks 
to draw upon its own correspondents in these cities. To each 
foreign bank enjoying this privilege the American bank sends 
a list of the correspondents upon which the foreign institution 
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may draw. When it draws a draft in this manner the foreign 
drawer bank advises the New York bank of its action, giving 
full particulars in the advice, and asks the latter to honor the 
draft and reimburse itself for its outlay by any method which 
it desires. The drawee correspondent usually reimburses itself 
by sending the paid draft to the New York bank for credit or 
by drawing a draft upon the latter. The profit to the New 
York bank is interest upon the face of the draft from the time 
that the advice is charged to the account of the foreign bank 
until reimbursement is made to the drawee bank. 

In addition to the accounts of foreign depositors, a large 
number of miscellaneous accounts are kept by the foreign book- 
keepers: (i) general accounts, and (2) accoimts which help 
to make up the control accounts for the foreign ledgers. 

General Accounts 

In anticipation of what is to be said in the following 
chapter, it may be stated at this point that each account of 
the bank other than those of customers, that is, each general 
account, is kept in a descriptive ledger. Some of these descrip- 
tive ledgers are kept by the general bookkeepers, while others 
are kept by the customers' bookkeepers. In these descriptive 
ledgers detailed entries of both debit and credit tickets are 
made. In case the descriptive ledger containing a given 
account is kept in some department other than the general 
bookkeepers, the general bookkeepers department receives from 
the ticket journal department the tickets which are to be posted 
to the descriptive ledgers and it enters them in total to its 
control accounts; then they are passed to the department 
keeping the detail accounts. 

The general accounts kept by the foreign bookkeepers 
consist of the following: Customers' Liability under Commer- 
cial Credits, Acceptances of this Bank, Advances to Customers, 
and Own Time Bills Payable Abroad. 
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Miscellaneous Accounts 

Miscellaneous accounts kept by the foreign bookkeepers 
in much the same way as an account with a foreign bank 
or individual are such ones as: Prepaid Exchange, Brokerage 
(representing brokerage due to foreign exchange brokers), 
Unpaid Exchange, Foreign Collection account, Funds Seg- 
regated (representing funds set aside from customers' balances 
for the purpose of securing commercial credits opened for 
them). Funds Retained for Foreign Teller's Drafts, Sundries 
account (corresponding to the Cashier's account of the 
domestic division). Each of these accounts has been previously 
described and it is unnecessary to repeat the description at 
this point 

0£ficial Records 

In conjunction with the work of the foreign bookkeeper's 
department certain statistical records are prepared for the 
use of the officers of the foreign division. Each day state- 
ments are made of the condition of the overdrafts and of 
the changes occurring in the larger balances. These state- 
ments are forwarded to the daily meetings of the officers of 
the bank. The officers of the various foreign districts also 
receive daily, weekly, and monthly statements of the overdraft 
balance of the accounts, total balances by foreign countries, 
number of accounts opened and closed during the period, and 
other important data relating to them. 
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CHAPTER XXIII 

THE GENERAL ACCOUNTS 

Nature and Purposes 

Thus far the accounting for customers* balances and for 
the "due from" foreign accounts has been described. These 
balances, of course, correspond to the accounts payable and 
the accounts receivable of the ordinary business concern. The 
aggregate balances of these accounts constitute only a small 
part of the balance sheet oi the bank. There yet remain to 
be considered the so-called general accounts. These include 
the resources and liabilities other than balances due from and 
due to customers, the profit and loss or nominal accounts, and 
the capital accounts of the bank. 

Keeping the general accounts of the bank includes: 

1. Accounting for the expense of the bank. 

2. Posting to the descriptive and subsidiary ledgers. 

3. Keeping the general ledger. 

4. Preparing a daily statement of condition. 

5. Drawing up profit and loss statements and closing the 

ledger. 

6. Preparing reports and statistics for the clearing house, 

the Comptroller of the Currency, and the officers 
of the bank. 

Expenses 

Original entry material for the general ledger yet to be 
considered consists of the expense records. The expenses of 
the bank are kept on an accrual basis. Under this system the 
total expenses for the year are estimated and distributed over 
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the year's operations by equal monthly instalments regardless 
of the amount actually paid for each month. 

The expenditures of a bank are of three classes: 

1. Interest paid 

2. Taxes 

3. General expenses 

I. Interest Paid 

On Deposit Balances. The method of accruing interest 
paid on depositors' accounts has already been described in 
connection with the work of the interest department and the 
foreign bookkeepers. By way of summary it should be said 
that the total interest accrued on depositors' balances is charged 
to the Interest Paid account and credited to Reserve for 
Interest. The Interest Paid accoimt, which enters the profit 
and loss statement of the bank, thus consists of the figure 
actually accrued rather than that actually paid. Interest pay- 
ments are charged to the Reserve for Interest account the bal- 
ance of which is a liability showing interest accrued but unpaid. 

On Borrowed Money and Bonds. The other item of 
interest is interest paid on borrowed money and on borrowed 
bonds. Money may be borrowed at the federal reserve bank 
on a rediscount basis or on a loan basis. On the loan basis 
•the bank borrows on its note secured by collateral. The 
interest paid on such a note is charged directly to the "Interest 
Paid on Borrowed Money" accoimt. On rediscounts the bank 
pays the discount in advance to the federal reserve bank, just 
as do borrowers to the domestic discount department of the 
bank itself. The amounts so paid are charged to the "Prepaid 
Expense — Discount on Borrowed Money" account. At the 
close of the month the amount accrued, in other words the 
amount actually earned by the federal reserve bank on this 
bank's rediscounts, is transferred from the Prepaid Expense 
Discount on Borrowed Money account to the Interest Paid 
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on Borrowed Money account. This is a subsidiary account 
which is closed into the general Interest Paid account. The 
Interest Paid account thus contains a record of interest actually 
accrued, while the Prepaid Expense — Discount on Borrowed 
Money account when adjusted at the end of the month is an 
asset account which shows interest prepaid for future use 
of borrowed money. Similarly, interest accrued on borrowed 
bonds during the month is charged to Interest Paid and 
credited to Reserve for Interest. 

2. Taxes 

The bank is concerned with four classes of taxes: 

1. The tax on income. 

2. The state tax on capital stock. 

3. The federal tax on circulation. 

4. The city tax on real estate. 

Income Tax, The national income tax, the excess profits 
tax, and corporation tax which a bank must pay vary with 
the frequent changes made in these laws. The bank can 
generally determine one year in advance what its rate of 
taxation will be. Knowing the profits and other factors upon 
which these taxes are based, the amount of tax to be paid 
can be arrived at fairly definitely. 

State Tax on Capital Stock, Under the laws of the United 
States,^ the states in which a national bank is located are 
permitted to tax the shares of stock of that bank as personal 
property of the owners. The system used in New York State 
may be described as follows: Each bank is required to report 
annually to the assessors of the local tax district the names 
of the stockholders, their addresses, and the number of shares 
of stock owned by each, the capital, surplus, undivided profits, 
and other data. These local assessors make the assessment 



> Section 52x9, United Sutes Revised Statutes. 
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to the owners in the tax district where the bank is located 
regardless of their residence. The method of arriving at the 
value of the share is prescribed by law ; the sum of the capital, 
surplus, and undivided profits is divided by the number of 
shares. The law also prescribes the rate of tax at i per cent 
of this assessed value and it requires the bank to act as agent 
of the state in the collection of the tax, paying the tax out 
of its profits and having a lien upon the shares of stock or 
other property of the stockholder in its hands. 

Federal Tax. By federal law each national bank is re- 
quired to pay semiannually % oi i per cent on the average 
amount of circulation it has outstanding secured by United 
States 2 per cent bonds, and J4 of i per cent on the average 
circulation secured by other United States bonds. The tax 
applies only to those notes strictly outstanding in circulation. It 
is payable in the months of January and July. Ten days after the 
first days of these months each bank is required to make a return 
under oath of its president or cashier to the Treasurer of the 
United States of the average amount of its notes in circulation 
for the 6 months preceding the first day of January or July. 

City Tax, The above-cited federal statute also permits 
the state, county, and municipality wherein a national bank 
is located to tax the real property of the national bank to the 
same extent, according to its value, as other real property 
is taxed. In New York State the bank's real property is 
subject to local taxation and no deduction is allowed from the 
value of the shares of stock on account of these taxes on real 
estate. The i per cent tax on shares of stock is so far below 
the general property tax rate that this double taxation is 
deemed to work no great injustice. This tax is payable semi- 
annually. 

The total taxes which it is estimated that the bank must 
pay for the year are divided into twelve equal parts. Each 
month one of these parts is charged to the Taxes Paid account 
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and credited to Reserve for Taxes account. The balance of 
the Taxes Paid account enters the monthly profit and loss 
account of the bank, thereby charging Accrued Taxes for the 
month against current earnings. The tax payments are charged 
to Reserve for Taxes account. At any time the balance of 
this account is a Uability representing taxes accrued but not 
due nor paid. 

3. General Expenses 

The general expenses of the bank are of two classes: 
salaries, and other expenses. Salaries are paid promptly and 
in full, of course, during the current month; hence there is 
no accrual to be cared for. Other expenses are estimated on 
a budget basis. Knowing the cost of operating an activity of 
the bank during past years and the plans for expanding or 
contracting that activity for the current year, it is compara- 
tively easy to set up a budget figure covering the expenses 
of that activity for the coming year. For every activity the 
cost of which is classed as a general expense item, a budget 
figure is set up. The total yearly budget arrived at in this 
way is divided into equal monthly parts. Each month the 
figure obtained in this way is added to the salaries paid and 
the total charged to General Expenses Paid and credited to 
Accrued Expense accoimt. The General Expenses Paid 
account is closed into Profit and Loss, just as are the Interest 
Paid and the Taxes Paid accounts, thereby charging expenses 
accrued during the current month against current earnings. 
As general expense bills are actually paid they are charged 
to the Accrued Expense account, the balance of which repre- 
sents expenses accrued but unpaid. 

Voucher System for Handling Expenses 

In handling expense payments the bank uses the voucher 
system, the use of which may be illustrated by tracing the 



Digitized by 



Google 



THE GENERAL ACCOUNTS 579 

progress of an order for the purchase of suppUes through the 
system. 

Supplies. An order for supplies commonly has its origin 
in a requisition which is approved by the proper department 
head and division head and by the comptroller of the bank. 
This requisition passes to the purchasing department where it 
serves as an authorization to purchase the supplies enumerated. 
This department draws up its purchase order in triplicate: 
the original is sent to the merchant from whom the goods 
are to be bought; the duplicate together with the requisition 
is forwarded to the bookkeepers in charge of the expense 
accounts, who file these memoranda alphabetically by name 
of the merchant; and the' triplicate is sent to the receiving- 
room so that incoming deliveries may be checked against the 
order. When the bill for the goods arrives its accuracy is 
verified by means of the copy of the corresponding purchase 
order and entered on a serially numbered voucher card. 

On the card is entered the date of the transaction and 
the journal entry arising from it. This journal entry consists 
of a debit to one of the expense accounts of the bank (General 
Expenses Paid, Building and Equipment, Prepaid Expense, 
Customers' Expense Fund, or Branches) and a credit to 
Accrued Expense. The various memoranda supporting the 
transaction are clamped securely to the voucher card and the 
whole transaction is presented to the comptroller of the bank 
for approval. After the transaction has been approved the 
voucher card serves as the basis for an entry to the voucher 
register ; then the card together with supporting documents is 
filed away as a permanent record of the transaction. 

If the bill is due a voucher check is drawn in payment 
This check is of the usual type, containing space for a list 
of the items to which the payment applies, i.e., it is a sort 
of combined statement and check. Should the order be a 
very extensive one a separate memorandum of the items paid 
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is attached to the check. The check and the whole transaction 
are thereupon presented to an officer who reviews the transac- 
tion and signs the check ; the auditors next ascertain that all is 
in order and payment is mailed to the creditor. When indorsed 
by him and returned to the bank the voucher check con- 
stitutes a receipt for the amount paid. Checks drawn in pay- 
ment of these bills are charged to the Accrued Expense account 
and credited to the Cashier's Check account. 

In the case of merchants from whom the bank makes fre- 
quent purchases the bills are generally paid by a single check 
on the first and fifteenth of each month. The bills received 
from a particular creditor are listed and the charges distributed 
upon a single voucher card and tfiey are all passed upon by 
the comptroller at one time. Those bills which carry a cash 
discount are filed in a tickler as of the last day on which the 
discount may be taken advantage of, and on that day they are 
paid in the usual manner. 

Pay-Roll, etc. Other expenses are handled in a way similar 
to supplies. The pay-roll, for example, is handled as follows: 
The paymaster presents a requisition to the bookkeepers show- 
ing the distribution of the salaries by departments ; the book- 
keepers copy this classification of the pay-roll upon the usual 
voucher card, have the transaction approved by the organiza- 
tion department, and write a check for the total. This check 
is then given to the petty cashier who obtains currency with 
it from the paying teller and makes up the pay envelopes of 
the employees. Upon receiving his pay envelope each employee 
signs a receipt which is filed as evidence that payment has been 
made. 

Expenses such as fees for credit information service, in- 
surance, clearing house membership, etc., which have to be 
paid in advance, are charged to the Prepaid Expense accoimt 
at the time of payment. Each of these items is divided into 
equal parts according to the ntmiber of months over which 
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the payment extends and posted in a special tickler expense 
ledger. At the end of each month the amounts used up are 
transferred from Prepaid Expense to General Expenses Paid 
by means of voucher entries. 

Voucher Register 

Each voucher is recorded in the voucher register (Form 
88) which serves as a journal from which the entries are posted 
to the general books. In this book is recorded the voucher 
number, the date, to whom issued, and the journal entry 
covering the transactions. This entry consists of a credit to 
Accrued Expense for the total amount of the voucher and 
debits to the proper divisions of the expense accoimts as shown 
upon the voucher card. In addition to expense pa3mients 
certain journal entries are passed through the voucher register. 
These are for the purpose of recording adjustments, closing 
entries, and certain confidential entries originating with the 
administration of the bank. At the end of the day a proof 
(Form 89) is taken from the voucher register and forwarded 
to the general bookkeepers for posting to the control accounts 
of the general ledger. 

Expense Ledgers 

In addition to the paid voucher files, descriptive ledgers, 
as illustrated in Form 90, are kept for the various expense 
accounts. These . are separate ledgers for general expense, 
prepaid expense, and branches. 

The general expense item is divided into three classes: 
general, domestic, and foreign. In so far as is practicable, 
each of these is subdivided so that expense figures to show 
the cost of operating each department in the bank are obtained. 
In order that each item of expense may be readily referred 
to on the records each subdivision has a distinctive number. 
Thus the account Depreciation on Building is indicated by 
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the number G 93, the letter G representing that the account 
belongs in the general classification, the figure 9 showing that 
the expense applies to the building, and the figure 3, the sub- 
class depreciation. Some expenses, such as stationery and 
supplies, are kept in one accotint, but supplementary records 
showing the distribution by department are maintained. Once 
a month postings are made to these ledgers from recapitulation 
sheets which are built up from the voucher register entries. 

Subsidiary Ledgers 

In the accounting system of a bank, as in any other large 
business concern, details of the various accounts are far too 
voluminous to be kept in the general ledger the function of 
which is to show all the accounts making up the bank's finan- 
cial position. Details of each account are kept rather 
in descriptive ledgers. The accounts of the general ledger are 
control accounts each of which is supported by one or more 
descriptive ledger accounts. Some of the descriptive ledgers 
are kept by the general bookkeepers of the bank; others are 
kept by the foreign bookkeepers, as has already been indicated ; 
and still others by the operating departments, according to 
convenience.* 



> The accounts kept in the descriptive ledgers of the general bookkeeper's depart- 
ment consist of the following: 

Advanced to Customers on Travelers* Letters of Credit 
" Export Bills 

** *' " " Foreign Shipments 

" " " " Domestic Shipments 

" Arrival Drafts 
Bills Discounted — Foreign 
Suspense 

Accounts Receivable 
Prepaid Expense 

Interest Earned But Not Collected 
Lawful Reserve with Federal Reserve Bank 
Foreign Currency (classified by kinds) 
Coupons 
Customers* Liability Acceptances of National City Bank under Commercial 

Credits — Domestic 
Customers' Liability Acceptances of National City Bank under Commercial 

Credits — Foreign 
Undivided Profits 
Interest 
Discount 
Exchange 
Commission "^ 
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The original entry material for all those accounts (book- 
keeping tickets and tellers' proofs) passes through the general 
bookkeeping department usually before it is posted to the 
descriptive accounts, in order that the control accounts 
which are maintained in the general ledger may be built 
up. 

That part of the entry material which consists of charge 
and credit tickets passes from the ticket journal department 
to the general bookkeeping department in batches of con- 
venient size from time to time during the day. In the general 
bookkeeping department the tickets are sorted according to the 
accounts to which they apply and the total debits and credits 
for each account are entered by batches on recapitulation sheets 
which contain debit and credit space for each general ledger 
account involved. At the close of the day the aggregate figures 
of the recapitulation sheets are posted to the control accounts 
kept in the general ledger. 

After entry has been made upon the recapitulation sheets, 
tickets appertaining to accounts kept in descriptive ledgers 
by other departments than the general bookkeepers are passed 
directly to these departments for posting. Tickets which apply 



Rent 

Difference and Fine Account 

Reserve for All Interest 

Foreign Bills Rediscounted Abroad 

Cashier Account 

Certified Checks 

Cash Letters of Credit 

Cash Travelers' Checks 

Time Certificates of Deposit 

Cashier's Checks 

Clearing House Returns 

Demand Certificates of Deposit 

Due from Federal Reserve Bank — Collection Account 

Customers' Liability Acceptances of National City Bank to Create Dollar 

Exchanffe 
Customers' Liability Acceptances of Foreign Banks under Commercial Credits 
Bills Payable at Federal Reserve Bank 
Own Time Bills Payable Abroad 
Coupons for Collection 
War Loan Deposit Account 
Customers' Expense Fund 

Acceptances ot National City Bank under Commercial Credits — Domestic 
* " •• " —Foreign 

" " " " *' to create Dollar Exchange 

** " Foreign Banks under Commercial Credits 

Coupon Checks 
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to accounts kept in detail by the general bookkeepers, however, 
are retained, posted, and sent to the record files. To enter 
such tickets separately would be a task of some magnitude. 
For this reason tickets for certain of the accounts are posted 
to the descriptive ledgers by batch totals and the adding 
machine lists showing the tickets in each batch are labeled and 
posted in a supplementary book for ready reference. Tickets 
for other accounts, such as the Cashier account, the Lawful 
Reserve with the Federal Reserve Bank of New York account, 
etc., however, are entered in a descriptive ledger in detail; 
that is, the number, the amount, and any remarks which will 
be of service in identifying the transaction are recorded for 
each ticket. 

Cashier's Check Account 

Among the descriptive ledger accounts of the general book- 
keeping department the Cashier's Check account is kept in a 
distinctive way. Credits to this account are posted to the 
general bookkeepers descriptive ledger by means of credit 
tickets coming from, the departments issuing checks, while 
debits are posted from the proof of the check desk department. 
Further details of the account are kept by means of carbon 
copies of the checks themselves. These duplicates are received 
by the general bookkeepers from the operating departments at 
the time the checks are issued; they are proved against the 
corresponding credit tickets and filed numerically according 
to the department of issue. When the checks are paid by the 
bank they come to the general bookkeepers by way of the 
check desk. In the general bookkeeping department these 
original copies are proved against the check desk charge made 
to the Cashier's Check accotmt; then the corresponding du- 
plicates are withdrawn from the outstanding file and filed in 
a paid file. By this system details of the balance of the 
Cashier's Check account, which represents checks outstanding, 
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are portrayed by the carbon copies of the checks them- 
selves. 

Federal Reserve Bank Collection Account 

Another descriptive ledger accoimt which is kept in a 
distinctive way is the Federal Reserve Bank Collection account. 
This account represents cash items which have been sent to 
the federal reserve bank for collection but which have not 
yet matured into reserve. It will be recalled that under the 
regulations of the federal reserve banks items sent to them 
for collection are classified on the basis of time required for 
collection into those of immediate availability and those which 
will become available after i, 2, 4, and 8 days, respectively. 
Sendings which are immediately available are, of course, 
charged by the sending bank to its Lawful Reserve account 
and they do not enter this collection account. Other sendings, 
however, are debited to the Federal Reserve Bank Collection 
account temporarily and at maturity they are transferred from 
this account to the Lawful Reserve account. 

The Federal Reserve Collection account is kept in a 
specially ruled ledger in which the vertical columns show the 
items maturing on each day of the month and the horizontal 
lines show the entries classified by day's availability — i, 2, 
4, and 8 days, respectively. The original postings are made 
from the reports prepared by the transit department. The 
arrangement of the ledger is such that it serves as a tickler 
showing the amounts which become available for reserve each 
day. Transfer of the proper amount from this account to the 
Lawful Reserve account is made by means of tickets prepared 
by the general bookkeepers. 

The method of using this account may be illustrated by 
an example. Suppose the account was opened on April 15 
and the sendings of the transit department between April 15 
and April 24 were as follows: 
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Sendings 

Date i-day items a^y items 4-day hems 8-day hems 

April 15 $2,500,000 $2,000,000 $1,750,000 $500,000 

16 3,000,000 2,500,000 1,650,000 200,000 

17 2,750,000 4,000,000 1,900,000 300,000 

18 3>Soo,ooo 3,250,000 2,000,000 450,000 

19 3,000,000 3,000,000 800,000 375t000 

20 4,000,000 2,950,000 900,000 600,000 

21 3f750,ooo 3,300,000 750,000 500,000 

22 3,250,000 3>45 0,000 850,000 480,000 

23 4,000,000 2,750,000 900.000 5x0,000 

24 3,500,000 3,250,000 950,000 505,000 

The corresponding entries in the Collection account would 
be as follows (the date on which cash entry was made is 
indicated by the figures in parenthesis) : 

April April April April April 

16 17 18 19 ao 

8 

(15) (16) 

4 $if75o>ooo $1,650,000 

(15) (16) (17) (18) 

2 $2,000,000 $2,500,000 4,000,000 3.250,000 

(is) (16) (17) (18) (19) 

I $2,500,000 3,000,000 2,750,000 3,500,000 3,000,000 

Transfer ToUl. .. .$2,500,000 $5,000,000 $5,250,000 $9,250,000 $7,900,000 





April 


AprU 


April 


April 


April 




21 


aa 


23 


24 


2$ 








(15) 


(16) 


(17) 


8 






$ 500,000 
(19) 


$ 200,000 
(20) 


$ 300,000 
(ai) 




(17) 


(18) 


4 


$1,900,000 


$2,000,000 


800,000 


900,000 


750.000 




(19) 


(20) 


(21) 


(22) 


(a3) 


2 


3,000,000 


2,950,000 


3,300,000 


3,450,000 


2,750,000 




(20) 


(21) 


i22) 


(23) 


(24) 


I 


4,000,000 


3,750,000 


3,a5o,ooo 


4,000,000 


3,500,000 



Transfer Total. .. .$8,900,000 $8,700,000 $7,850,000 $8,550,000 



$7,300,000 



At the end of each of the days indicated at the head of 
the columns, tickets would be drawn debiting Lawful Reserve 
with the Federal Reserve Bank and crediting Federal Reserve 
Bank Collection account for the total amount of the column. 
For convenience one section of the account is kept in this way 
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for the items sent to the Federal Reserve Bank of New York 
and another section for the direct sendings, that is, those 
items sent direct to out-of-town federal reserve banks and 
branches for credit to the sending bank's accotmt with the 
New York Federal Reserve Bank. 

Subsidiary General Ledger 

The customers ledgers have the same relation to the general 
ledger as do the descriptive ledgers; that is, they contain the 
details of accounts which appear in the general ledger in the 
form of control accounts. The general ledger accounts which 
control these ledgers are the Due to Domestic Banks and 
Bankers, Due to Foreign Banks and Bankers, Individual 
Deposits — Domestic, and Individual Deposits — Foreign. This 
ledger is of the Boston type. These accounts are built up by 
means of recapitulation sheets to be presently described. These 
four accounts, however, do not show details sufficient to check 
the accuracy of the depositors ledgers. To accomplish this 
purpose a subsidiary general ledger containing an account for 
each depositors ledger is used. This ledger is of the Boston 
type. Postings are made to it from the reports or proofs of 
the ticket journal department, the check desk department, and 
the operating departments of the bank. 

The credits made to the accounts of the subsidiary general 
ledger are as follows: (i) total deposits as reported on the 
proofs of the receiving, the mail, and foreign tellers; (2) 
proceeds of collections as reported by the note teller and the 
city collection department; and (3) proceeds of loans and dis- 
counts as reported by the loan and the discount departments. 
The debits arise in the following manner: (i) items charged 
to the accounts of collecting banks as reported by the transit 
department, (2) checks and other items charged to customers' 
accounts according to the check desk proof, and (3) checks 
certified according to the proof of the certification department. 
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In addition to these debits and credits there is the proof of Ae 
ticket journal department which includes all the debits and 
credits to customers' accounts made by means of double tickets. 
Each day each ledger bookkeeper of the domestic and the 
foreign bookkeeping department reports to the general book- 
keeper the total balance of his ledger which must agree with 
the control figures of the subsidiary general ledger. 

The General Ledger 

The general ledger of the bank contains controls over all 
the accounts of the institution. In this book all the accounts 
of the bank are drawn together for the first time. It is, so 
to speak, the apex of the accounting system. This fact may 
be clearly shown by examining the structure of a single account 
in the general ledger, e.g., the account "Due to National 
Banks." The entries to this account on the general ledger 
for a given day consist of a single debit, a single credit entry, 
and a balance without description of any kind. Figures con- 
tained in this balance represent the aggregate of nine control 
accounts in the subsidiary general ledger. These control 
accounts represent nine ledgers kept in the domestic book- 
keeping department, and these nine ledgers contain some fifteen 
hundred active accounts with correspondents. Other accounts 
in the general ledger are similar in structure to the Due to 
National Banks; some control as many as one thousand 
accounts; others only one. 

The general ledger is of the Boston t5rpe. One volume 
is kept for resources, another for liabilities. The material 
from which postings are made to the general ledger is of two 
kinds: that which concerns the customers' accounts, and that 
which applies to the other or general accounts. The entry 
material for the customers' accounts consists entirely of the 
departmental proofs, or reports of debits and credits sent to 
the bookkeepers, which have been mentioned in connection 
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with the operating departments of the bank* each of which 
shows the total charge and the total credit sent by the particular 
department to each customers ledger with which that depart* 
ment has had relations during the day. After the figures of 
these proofs have been posted to the control accounts in the 
subsidiary general ledger, they are assembled upon a recapitula- 
tion sheet. Upon these sheets the figures are grouped under 
headings appearing in the general ledger ; Individual Deposits 
— Domestic, National Bank Deposits, State Bank Deposits, 
Trust Company and Savings Bank Deposits, Foreign Bank 
Deposits, Individual Deposits — Foreign, Time Deposits — 
Foreign, Due to Branches, Due from Branches, Due from 
Banks — Foreign, Due from Banks — Domestic, Time Deposits 
— Domestic. Posting to the general ledger, so far as customers' 
accounts are concerned, consists in transcribing the totals 
shown on these recapitulation sheets to the corresponding 
accounts in the general ledger. 

The entry material for the general accounts consists of 
departmental proofs and recapitulation sheets made up from 
the debit and credit tickets which come direct to the general 
bookkeepers for entry. 

As a general rule departmental proofs do not contain 
material for the general ledger. The proofs of most of the 
departments consist of two parts— one a detailed report of 
debits and credits sent to the depositors ledgers, the other 
a record of debits and credits to cash and cash items. The 
reports of debits and credits sent to the customers ledgers 
are posted through the recapitulation sheets just mentioned. 
So far as the entries to the cash accoimt are concerned, it 
is the practice for all departments save the city collection 
department and the paying teller's department to complete the 



> Receivini^ teller, mail tellers, city collection department, note teller, transit de- 
partment, foreign tellers, loan department, discount department, certification depart- 
ment, ticket journal, coupon collection department, check desk, and accounting 
department. 
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day's work without any cash or cash items on hand. Under 
such a system the paying teller's proof shows the changes in 
the cash account of the bank and the items for the clearing 
house at the next day's session, and the proof of the city 
collection department shows other cash items in the process 
of collection, or the hold-overs. The debits and credits to 
Cash shown on the paying teller's proof are posted to the 
Cash account in the general ledger, the clearing house figure 
on this proof to the items for the Clearing House account, 
while the hold-overs shown on the proof of the city collection 
department are posted to the Country Checks and Cash Items 
account. 

The proofs of the bond department, the loan department, 
the domestic discount department, and the accounting depart- 
ment, are exceptions to the general rule. These proofs contain 
records of all charges and credits to general accounts arising 
within these departments. Thus the proof of the domestic 
discount department contains entries to the following accounts: 
Bills Discounted — Domestic, Bills Purchased, Acceptances of 
the National City Bank — Foreign, Unearned Discount, 
Domestic Bills Rediscounted with Federal Reserve Bank, and 
many others. The figures pertaining to these general accounts 
are posted directly to the general ledger. 

The recapitulation sheets for the tickets have already been 
described. The figures from these records are posted directly 
to the general ledger. The balances for the day are then 
extended and a trial balance taken. 

Daily Statement Book 

The statement contained in the daily statement book of 
the bank consists of a trial balance taken from the general 
ledger. In addition to serving as a trial balance to show that 
the ledger is in balance, this statement is arranged to show 
the financial position of the bank for a given day and com- 
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parisons of &ese figures with those of preceding days. It 
must not, however, be confused with the financial statement 
of an ordinary business concern which consists of a balance 
sheet and a profit and loss statement. The daily statement of 
the bank is rather of the trial balance t3rpe — it contains the 
balances of all the accounts appearing in the general ledger 
with the exception of some of the less important ones which 
are grouped together for convenience. On one page of the 
statement book appear the ledger balances from the resources 
section of the general ledger; on the other side appear the 
balances from the liability section. The following is a list 
of the accounts arranged according to the classification 
in which they appear upon the daily statement of the 
bank: 

Resources 

Loans and Discounts 
Demand Loans 
Demand Loans — Street 
Demand Loans — Merchandise 
. Advances to Customers 
Time Loans 

Time Loans — Merchandise 

Time Loans to Secure Bills Payable with Federal Reserve Bank 
Bills Discounted — Domestic 
Bills Discounted — Foreign 
Bills Discounted to Secure U. S. Deposits 
Acceptances of the National City Bank Discounted 
Acceptances of the Other Banks Discounted 
Suspense 

Foreign Overdrafts 
Total 

Securities 
U. S. Bonds Deposited with Superintendent of Banks — State of 

New York 
U. S. Bonds to Secure Trust Department Funds 
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U. S. Bonds to Secure Circulation 
U. S. Bonds to Secure U. S. Deposits 

U. S. Bonds to Secure War Savings Stamps and Thrift Stamps 
U. S. Bonds to Secure State and Other Deposits 
U. S. Bonds to Secure Bills Payable with Federal Reserve Bank 
U. S. Bonds Loaned 
U. S. Bonds on Hand 
Other Bonds to Secure U. S. Deposits 
Other Bonds to Secure State and Other Deposits 
Other Bonds Loaned 

Other Bonds Sold with Agreement to Repurchase 
Bonds to Secure Acceptance of Foreign Banks 
Bonds Other than U. S. Bonds to Secure Trust Department Funds 
Bonds, Securities, etc. 

Federal Reserve Bank Stock (50 per cent paid) 
Total 

Other Resources 

Banking House and Equipment 
Accounts Receivable 
Prepaid Expense 

Interest Earned But Not Collected 
5 per cent Fund Due from Treasurer of U. S, 
Country Checks and Cash Items 
Cash in Bank 

Lawful Reserve with Federal Reserve Bank 
Due from Branches 
Total 

Due from Domestic Banks and Bankers 

Due from Foreign Banks and Bankers 

Due from Federal Reserve Bank — Collection Account 

Exchanges for Clearing House 

Checks on Other Banks in this City 

Customers* Liability — Acceptances op 

National City Bank under Commercial Credits 
National City Bank to Create Dollar Exchange 
Foreign Banks under Commercial Credits 
Total Resources 
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Liabilities 



Capital Invested 
Capital Stock 
Surplus Fund 
Undivided Profits 
Surplus and Profits Net 
Total 

Earnings 
Losses Recovered 
Interest 
Discount 
Exchange 
Commission 
Bond Profits 
Rent 

Difference and Fine Account 
Gross Earnings 

Reserves 
Reserved for Taxes 
Reserved for Interest 
Reserved for Depreciation — Building 
Total 

Demand Deposits 
U. S. Deposits 

Due to Domestic Banks and Bankers 
Due to Foreign Banks and Bankers 
Individual Deposits — Domestic 
Individual Deposits — Foreign 
Due to Branches 
Certified Checks 
Cashier's Checks 
Unpaid Dividends 

Cash Letters of Credit and Travelers' Checks 
Demand Certificates of Deposit 
Trust Department Funds — Individual 
Trust Department Funds — Corporate 
ToUl 
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Time Deposits 
Time Certificates of Deposit 
Other Time Deposits — Domestic 
Other Time Deposits — ^Foreign 
Total 

Other Liabilities 
Discount Collected But Not Earned 
U. S. Bonds Borrowed 
Other Bonds Borrowed 
Bills Payable with Federal Reserve Bank 
Own Time Bills Payable Abroad 

Domestic Bills Rediscounted with Federal Reserve Bank 
Acceptances of other Banks Sold with Indorsement 
Foreign Bills Rediscounted Abroad 
Outstanding Circulation 
Accrued Expense 
Total 

Acceptances of 
National City Bank under Commercial Credits — Domestic 
National City Bank under Commercial Credits — Foreign 
National City Bank to Create Dollar Exchange 
Foreign Banks under Commercial Credits 
Total Liabilities 

For the information of the officers of the bank the follow- 
ing statistics are appended to the daily statement: 

At the foot of the resources: 

Loans, Discounts, and Investments 

U. S. Deposits 

Gross Deposits 

Net Demand Deposits 

Time Deposits 

13 per cent of Net Demand Deposits 

3 per cent of Time Deposits 

Required Reserve 

Lawful Reserve with Federal Reserve Bank 

Excess Reserve 

Cash in Vault Available for Reserve 



Digitized by 



Google 



THE GENERAL ACCOUNTS 599 

Cash in Vault for Reserve, per cent 

Lawful Reserve with Federal Reserve Bank, per cent 

At the foot of the liabilities: 
Country Deposits 

New York City Trust and Savings Banks Deposits 
Paper and Bonds Eligible for Rediscount and Hypothecation 
Morning Clearings Debit 
Morning Clearings Credit 

Computation of the Reserve Requirement 

The bank is required at all times to maintain a reserve 
equal to at least 13 per cent of its demand deposits plus 3 
per cent of its time deposits. To compute the demand deposits 
the gross deposits are first ascertained by adding together all 
deposit accoimts, time deposits, government deposits, and over- 
drafts, and then making the following deductions: clearing 
house exchanges, checks on the other banks in this city, time 
deposits, government deposits, and due from domestic banks. 
Of this figure 13 per cent plus 3 per cent of the time deposits 
constitutes the bank's reserve requirement. By law this must 
consist of a deposit balance maintained with the federal reserve 
bank of the district. Should the bank permit its lawful reserve 
to fall below 13 per cent, it would be subject to a fine imposed 
by the Federal Reserve Board. Hence, should the indications 
from the clearing house point to a depletion of the bank's 
reserve, the tendency is forestalled by rediscounting at the 
federal reserve bank for relatively long-term needs (up to 
90 days) or by borrowing at the same source on a short-term 
note secured by United States bond collateral for temporary 
needs. 

The amount of reserve which the bank maintains to safe- 
guard its deposits is closely watched by the officers of the 
bank. The record of the general bookkeeper's department, in 
addition to showing the actual Lawful Reserve account and 
the accretions which may be expected from maturing coUec- 
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tions, indicate the decreases which will come from maturing 
bills payable at the federal reserve bank, changes which will 
result from the day's clearings, etc. From this data a monthly 
statement is submitted to the dficers showing the amount and 
percentage of reserve each day as well as the monthly average. 

Profit and Loss Statements 

Each month statements showing the earnings, expenses, 
profits, and losses of the bank are prepared. 

The earnings and expenses of the bank have already been 
described in connection with the operating departments. 
Briefly, the earnings consist of discount earned on domestic 
and foreign discounts ; interest earned on loans, bonds, foreign 
overdrafts, and on the foreign "due from banks," accounts; 
commissions of various kinds ; exchange ; and bond department 
"write-offs." The deductions from earnings consist of in- 
terest paid depositors and on rediscounts and loans at the 
federal reserve bank, and the various expenses of the bank. 

The first step in computing the net profit of the bank 
is to arrive at the net earnings from operations. The term 
"net earnings from operations," as here used, denotes the dif- 
ference between the ordinary earnings of the bank, i.e., those 
from loaning money and performing such functions as open- 
ing commercial credits, acting as transfer agent, trading in 
foreign exchange, etc., less the ordinary expenses of the bank, 
such as interest payable, salaries, rent, etc. In the accounting 
system of the bank "net earnings from operations" has the 
same significance as similar terms used in the statements of 
other business concerns. 

Monthly Interest Earnings Statement 

For convenience and for statistical purposes the earnings 
from domestic operations are shown separately from those 
coming from foreign operations. For the purpose of arriving 
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at the domestic earnings figure, a statement known as the 
monthly interest earnings statement is used. The principal 
earning of the bank is the interest which it receives from 
loaning its fimds. Accordingly the first item of earnings 
shown on the statement is the net income from interest, or the 
net interest earnings figure. This is computed by deducting 
interest payable from interest receivable. 

The interest receivable of the bank comes from three 
sources: discounts, loans, and securities. The method used 
in computing these earnings has been explained in the dis- 
cussion of the work of the domestic discotmt, the loan, and 
tiie bond department. In the interest earnings statement simply 
the total monthly figure as shown on the records of these 
three departments is entered. 

Interest payable represents that to be paid to depositors, 
to the federal reserve bank for funds loaned, and to owners 
of bonds who loan them to the bank. Methods of computing 
these have been described in the work of the interest depart- 
ment and in preceding paragraphs in this chapter. Interest 
paid depositors is classified for statistical purposes as domestic 
banks and individuals, domestic time deposits, certificates of 
deposit. United States government deposits, and trust deposits. 
The total interest paid depositors, plus interest on borrowed 
money, plus that paid on borrowed bonds, gives the total 
interest payable of the bank. The total interest receivable 
less the total interest payable gives the net interest earnings 
figure. 

The second source of earnings to the bank from its 
domestic operations is its commissions. These are earned 
from the transfers and registrations of the transfer depart- 
ment, from the activities of the trust, the customers' securities, 
and the coupon paying department, from domestic commercial 
credits, etc. In addition to commissions the bank has a source 
of earnings in exchange^ which represents the income from 
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making collections. Added to these two Items of income is 
rent received for portions of the bank building occupied by 
outside concerns and income from sundry sources. The results 
obtained from computing commissions and exchange on an 
accrual basis would not justify the expense involved; hence 
they are kept on a cash basis, that is, only services actually 
paid for are taken into consideration. 

The net interest earnings plus the total earnings from 
commissions, exchange, rent, and sundries shows the gross 
earnings from the ordinary operations of the domestic division 
of the bank. For statistical purposes this figure is compared 
with the total expenses of the bank. The excess is shown 
on the statement as excess interest earnings. 

In addition to showing the excess interest earnings figure 
the monthly interest earnings statement is designed to show 
certain other important statistical data. On each item of 
interest receivable there is shown the average daily amotmt 
of funds invested in that particular type of investment; that 
is, the statement shows the average daily amounts of loans 
and discounts running and the average investment in stocks 
and bonds. 

To arrive at these amounts, records are kept showing the 
amounts tmder discount, amounts running on loans, amounts 
invested in stocks and bonds, foreign overdrafts, due from 
foreign banks, and amounts running under foreign discoimt 
each day. At the end of the month simply an average of 
these amounts need be obtained. The average rate of earnings 
for each class during the month is also shown. 

Interest Payable Section 

In the interest payable section average daily balances of 
the various classes of deposits for the month, as well as the 
average rates of interest paid thereon are shown. These 
balances are the interest balances already described in the work 
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of the interest department. By virtue of the fact that the 
interest department's computations extend from the 25th of 
one month to the 2Sth of the next, while the statement covers 
a calendar month, the interest balances are corrected by deduct- 
ing figures for the days of the preceding month which they 
contain and by adding the remaining five or six days of the 
current calendar month. These average rates are of particular 
importance inasmuch as they show the relative cost to the bank 
of the various classes of deposits. 

This average rate figure is also useful in checking the 
accuracy.of the interest computations. This figure is obtained 
by comparing amounts arrived at in the computations with 
amounts running. Rates of interest are fairly uniform for 
each class of deposits and investments; hence, the average 
figure can be interpreted in the light of the known prevailing 
rate and if it appears unreasonable, errors in calculation are 
indicated. 

The monthly interest earnings statement also shows the 
total average funds which the bank has employed in produc- 
ing its income and in meeting its reserve requirement. This 
figure consists of the bank's average investments in discounts, 
loans, stocks, and bonds, together with the average balance 
of invested funds in the foreign division, as shown in the 
preceding paragraphs, and the average amount of cash reserve 
maintained. The average amount of cash reserve maintained 
consists of the daily average of cash kept in vault plus daily 
average balance maintained with the federal reserve bank. 

In addition, the average total funds on deposit during 
the month are shown. This figure is obtained by adding the 
total float and free balances to the total interest-bearing bal- 
ances as shown on the statement. The total float consists 
of items in process of collection upon which interest has not 
been paid. Free balances are those depositors' balances upon 
which the bank pays no interest. These are computed simply 



Digitized by 



Google 



The National City Bank of New York 
Interest Earnings Statement for Month of 192. . 
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Interest ReceiTable: 
Difcounts • 














Louii ...•.•*«••«••••• 




Foreign Department* 

Stock— Bopdf •■*-- t 




Cash Reaerve 




Toul Interest and ATail- 
able Funds. 














Interest Payable: 

TVtm^Htir llAnIra . ... 














TnilividtiAls ...■>>•■•««•• 




Time Deooaits. •••..••••.* 




Fnreim Banks. ..««••*•** 




Individuals: 

Time DcDoaits. .......•■ 




Foreign Sundries 

Certificates of Deposit.... 
U. S. Government Depositt 

Xmaf D^nnBita ..... 


• 


TtArrAwr^H Mnnev ...... 




Borrowed Bonds. ....... . 




Total Interest and Funds 




Float and Free Balances 

on Deposit 














Net Interest Earnings 

Transfers and Registrations 

Trust Department 

Cotinon pAvinar. ....«•..•• 














Miscelluieoua ..•.•■...••• 








KqII( ..,....•...• 




Sundries ......••••••• 








Toul Interest Earnings 
f ^Bji ITvnemeB ....■■..•.... 


















Excess Interest Earnings and 

































*The investments and the de^sits of the foreign division are shown merely for 
statistical purposes in order to arrive at the total available funds and deposits of the 
bank. The interest figure given for foreign investments is an arbitrary one, exactly 
equal to interest payable on foreign deposits, the idea being simply to eliminata 
foreign interest from this statement. 

Form 91. Monthly Interest Earnings Statetnent 
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by taking the difference between the average interest balances 
and the average actual balances. 

Form 91 shows the form of interest earnings statement 
used. 

Consolidated Statement of Earnings 

To the domestic earnings are added the foreign earnings, 
the gross foreign earnings consist of the earnings of the traders 
(estimated for the purposes of this statement), interest, interest 
on excess deposits mentioned in the above paragraph, discount, 
commissions, and exchange. These items are largely self- 
explanatory. The interest consists principally of that earned 
on the foreign due from banks' accounts, on overdrafts, and 
interest earned in connection with commercial credits. 
Discount consists of that earned by the foreign discount depart- 
ment on dollar items. Commissions consist of those earned 
under commercial credits, travelers' checks and letters of 
credit, custodian fees, etc. From these gross earnings is 
deducted the interest paid on deposits. The result is the earn- 
ings of the home office. To obtain the total foreign profits 
the estimated profits of the branches are added. On account 
of the nature of foreign business, earnings do not remain 
fixed; they are subject to frequent adjustments, and do not 
lend themselves to the application of the principles of accrual 
in the same manner as domestic earnings. Because of this, 
all foreign earnings are computed on a cash or on an estimated 
basis. 

From the total earnings of the bank, as obtained by adding 
the domestic and the foreign earnings together, the total 
expenses are deducted. These consist of salaries, taxes, and 
other expenses as obtained from the expense ledgers. The 
result IS the net earnings figure. To the net earnings as 
obtained in this way are added losses recovered, while 
dividends paid and bond department write-offs are deducted. 
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The National City Bank of New York 
consoudated statement of earnings for month 

192 . . 
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CURBBNT YeAE | 
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Current Month 


Jan. I to Date 


Same Peexod 


Interest Receivable 








Interest Payable 








Net , Interest Earnings. 

Commissions ..• 








Exchange 




Rent 




Sundries 




Bond Department Profits 




Losses 




Total Domestic Earnings 

Less Interest on Excess Foreign 
Deposits 








Domestic Earnings 








Foreign Department Profits: 
Traders (Estimated) 








Interest 




Interest on Excess Deposits 

Discount 




U. S. Currency 




Foreign *' 




Commercial Credits Export. . . . 
Sundry 








Total 








Deduct Interest Paid on 
Deposits 




Foreign Department Profits. . 
Add Branches (Estimated) 








Total Foreign and Branch 
Profits 












Total Earnimcs 








Dsduct: 
Salaries 








Taxes 




Other Expenses 




Total Expenses 






Net Earnings 




'1 


Net Earnings as Above 






Losses Recovered 




Bond Department's Write-Ups 

Branch Profits 


i 


Sundry 


1 


Total Credits 




1 


Dividends Paid 






Bond Department's Write-Offs 

Sundry 






Toul Debits 








Net Addition to Undivided Profits.. 

Undivided Profits at Beginning of 

Year 








Present Balance Undivided Profits.. 








AvEKAGB Rate: 

Earned on Capital, Surplus, Un 
divided Profits, and Deposits.. 









Form 92. Monthly (Consolidated Statement of Earnings 
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Losses recovered consist of items previously charged off but 
which have since been collected. Bond department write-offs 
consist of depreciation on bonds on account of falling markets. 
The result is the net addition to undivided profits for the 
month under consideration. 

The National City Bank of New York 

Condensed Statement of Earnings for Month of 
192. . 





CuaaENT MOKTH 


• Jam. I TO Date 


Domestic Earninn 






Foreign Earnings* 




Total Inconif 






Less Expense 




Net Earnings. 






Bond Department's Write-Offs 






Branch Profits 




Sundries 
















Dednct: 
Dividends Paid 






Bond Department Write-Offs 




Sundries 








Balance 






Undirided ProfiU Beginning of Year 






Present Balance Undivided Profits 







Total Avbeagb Deposits 

Percentage to Total Average Deposits of: Percentage to Capital Stock of: Net 

Interest Paid Earnings 

ToUl Expenses Percentage to Capiul Stock Surplus 

Net Earnings and Undivided Profiu of: Net 

Earnings 

Average Rate of Interest Received 

Average Rate of Interest Allowed on Deposits 

Average Rate Earned on Capital, Surplus, Undivided Profits, 

and Deposits 

* This does not include foreign exchange or bank profits. 

Form 93. Monthly Condensed Statement of Earnings 
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Certain other data of a statistical nature is included in 
the statement. The undivided profits at the beginning of the 
year are added to the net addition to undivided profits since 
that time to show the present balance of imdivided profits, 
and deposits are shown — ^in other words the average rate earned 
on all funds of which the bank has full use. Form 92 shows 
the form of consolidated statement of monthly earnings. 

Condensed Statement of Earnings 

For the ready reference of the officers a condensed state- 
ment of earnings is prepared from the consolidated state- 
ment. Form 93 shows the condensed statement of earnings. 

Statement of Average Balances and Net Earnings by Districts 

In order that the results of the fiscal period in each official 
district of the bank may be shown, figures for the districts 
are combined as shown in Form 94. 

Closing the Books 

The books of the banks are closed semiannually. At the 
time of closing, entries closing out the nominal accounts of 
the ledger and transferring the resultant balances into the 
Undivided Profits account are passed through the journal 
operated in connection with the voucher register. At this time 
discrepancies due to the method of estimating the profits of 
the traders and of the branches are corrected. 

Weekly Statement to the Clearing House 

At the close of business on each Friday the bank is required 
under the constitution of the New York Clearing House 
Association to submit a statement showing the daily average 
figures and the actual figures on the date of the report, of 
certain essential items in its statement. These facts are derived 
from the daily statement book. 
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The National City Bank of New York 

Statement of Average Balances and Net Earnings for 
Federal Reserve and Foreign Districts 





Domestic Districts 


Fokeign Districts 




1 


2 


3 


4 


5 


1 


2 


3 
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Total Areragv Balances— 
this month 




















Toul Average Balances — 
last month 




Difference 




Earnings at % per 

Annum 




Expenses: 
General 




Interest Paid 




Overhead at c. per 

Total Expenses 

Net Profits for Month 

% of Total Expense to 
Earnings 




% of Net Profits for Month 
to Average Balances 

Average Rate of Interest 
Paid on Average Balances 

Actual Number of Accounts 
(Exclusive of Inactive 
Ledger) 




Foa MoMTH 

Av. Bal. New Account* 

Av. Bal. Accounts Closed... 

No. Accounu Opened 

No. Accounts Closed 

To Date 

Av. Bal. New Accounts 

Av. Bal. Accounts Closed... 

No. Accounto Closed 





Fonn 94. Statement of Average Balances and Net Earnings by Districts 
Report to the Comptroller of the Currency 

By law the Comptroller of the Currency is required 
to call upon national banks for a statement of condition 
at least five times a year. The correctness of the state- 
ment is attested to by the cashier or the president of the bank 
and by three directors. It is also sworn to before a notary 
public. A certain portion of the statement, which constitutes 
a complete balance sheet of the bank, is required to be pub- 
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The National City Bank of New York and Branches 
Condensed Statement of Condition as of May 4, 1920 

Assets 

Cash on Hand, in Federal Reserve 
Bank and due from Banks and 
Bankers and United States Treas- 
urer $254,008,322.18 

Acceptances of other banks 26,934,110.29 

United States Treasury Certificates. 22,813,500.00 $ 303,755,932.47 



Loans and Discounts $586,088,579.98 

United States Bond and other Bonds 

and Securities 40,079,590.07 

Stock in Federal Reserve Bank 1,800,000.00 627,968,170.05 



Banking House 5,000,000.00 

Due from Branches 20470,001.51 

Customers* Liability Account of Acceptances 66,068,490.77 

Other Assets 4,323,191.73 



$1,027,585,786.53 



Liabilities 

Capital, Surplus, and Undivided Profits $ 84,855,526.65 

Deposits 720,598,397.99 

Reserved for Taxes and Interest Accrued 4,846,508.31 

Unearned Discount 2,902,600.02 

Circulation i,399»930.oo 

Due to Federal Reserve Bank 106460,066.76 

Other Bank Acceptances and Foreign Bills Sold 

with our Indorsement 31,753,200.11 

Acceptances, Cash Letters of Credit, and Travelers' 

Checks 68,143,630.51 

Bonds Borrowed 3,333,200.00 

Other Liabilities 3,292,726.18 



$1,027,585,786.53 



Form 96. Published Statement of Condition 
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THE GENERAL ACCOUNTS 615 

lished in a local newspaper by the bank and notice of com- 
pliance of this requirement sent to the Comptroller. 

The information contained in this statement issued by 
the Comptroller to assure himself that the bank is complying 
with the law, hence the calls are made at irregular intervals 
for a statement as of a day just passed and without previous 
notice being given. The bank has only a limited time to com- 
ply with the Comptroller's call; hence the whole system of 
accounting is patterned to furnish the information required 
by the Comptroller easily and quickly. Because of its bearing 
on the accounting system the form of the statement is repro- 
duced in full in Form 95. 

Published Statements 

While a bank's statement of condition is published at the 
time of the Comptroller's call, it is often issued for advertising 
purposes and for the information of customers. 

In preparing the statement for publication for this purpose 
it is the common practice to rearrange it into a condensed and 
more readily understandable form, and one which at the same 
time brings out elements of strength in the bank's condition 
more clearly. Form 96 shows the published statement of the 
bank on the practices of which this book is written. 
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CHAPTER XXIV 

AUDITING 

Internal and External Audits 

In the chapters just preceding it has been shown that both 
the operating and the accounting procedure of the bank 
abounds in checks and controls designed to insure the accuracy 
of the records. Effective as these automatic controls are, 
they are not deemed sufficient for a large banking institution. 
They are accordingly supplemented by the activities of an 
experienced group of auditors who are constantly making tests 
to determine the accuracy of the work of the operating depart- 
ments. In addition to these audits carried on by the auditing 
department, examinations are made by the government, the 
clearing house, and by the directors of the bank. The former 
may be spoken of as the "internal," and the latter as the 
"external" audits. 

The Internal Audit 
Auditing Work 

The bank's own auditing activities are as follows: 

1. The daily audits of certain current transactions. 

2. Reconcilements of the records of the bank with those 

of its customers. 

3. General audits, consisting of periodic examinations of 

the bank by departments. 

4. Branch bank accounting. 

The organization of the bank for the work of auditing 
consists of an auditing division under the control of an auditor 
responsible to the comptroller of the bank. The auditing division 
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AUDITING 617 

IS subdivided into four major departments: accounting, recon- 
cilements, general auditors, and branch bank accounting. The 
accounting department has the function of making daily audits 
of current transactions. It also keeps the expense records of 
the bank, as was indicated in the preceding chapter. The 
reconcilements department attends to reconciling the bank's 
records with those of its depositors, the federal reserve bank, 
and foreign banks with which the bank keeps accounts. The 
function of the branch bank accounting department is to main- 
tain accounting connections with the branches of the bank. 
The general auditors are a staff of examiners who make 
periodic audits of the various departments of the institution. 
In addition to these departments there is a staff of branch 
bank inspectors who make examinations of the bank's branches 
in much the same way as government examiners do in con- 
nection with domestic banks. These examiners are responsible 
to the comptroller of the bank direct, instead of to the auditor. 
Connected with the auditing division there is also a record 
filing department which files cash letters, collection ledgers, 
journal tickets, mail advices, paid cashier's checks, and all 
other records from the different departments of the bank 
from which entries to the accounts are built up. In this depart- 
ment are also filed reconcilements of customers' accounts and 
letters received from bank examiners and certified accoimtants 
requesting special statements or verification of balances. 

I. The Daily Audit 

Because of the effectiveness of automatic checks and con- 
trols it IS not necessary to subject the operations of all depart- 
ments to a daily audit. In the first place the system of proving 
and recording the work of many departments acts as an 
effective check over inaccuracies. As an example the receiving 
teller's department may be considered. The daily proof of 
this department shows that the total of the deposit slips sorted 
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according to customers ledgers equals the receipts of cash 
and cash items sorted according to the disposition made of 
them. The receiving teller holds over no work from one day 
to the next and those departments which receive work from 
him must verify the accuracy of his sendings in preparing 
their own proofs. 

In the second place the records of some of the departments 
are built up in duplicate by another department, and the 
records of the one act as an effective control over those of 
the other. A very good illustration of this is the system 
whereby the work of the deposit ledger bookkeepers is exactly 
paralleled by the work of the statement clerks and further 
controlled by the general bookkeepers, each of whom builds up 
his records in so far as is practicable from separate sources. 
In certain other departments which are not surrounded by 
automatic controls the nature of the work may be such that 
the results of the daily audit are checked by agencies 
outside the bank. Thus the collection departments account 
directly to customers for proceeds of collections, and the as- 
sumption is that these customers will report any chance errors 
which may occur. 

Continuous Audits 

Whenever an operation is such that it is not automatically 
checked by one of these methods, a daily audit is used. A 
daily audit consists in reviewing or checking the actual transac- 
tions immediately after they have passed through the operating 
departments. These daily audits are of two kinds: the con- 
tinuous audit, and the spot audit Certain transactions, such 
as issuing credit instruments, travelers' checks, certificates of 
deposit, cashier's checks, etc., receiving negotiable funds not 
accounted for on cash proofs, making adjustments with cus- 
tomers, computing earnings, making outlays, etc., require the 
closest supervision at all times regardless of the efficiency of 
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the departments which handle them. All transactions of this 
sort are accordingly checked immediately by the accounting 
department 

Daily audits are also used for other purposes. Occasionally 
a test audit made by the general auditors may indicate a low 
degree of efficiency in the operating personnel of a depart- 
ment. Again, reorganizations and radical changes in the sys- 
tem of doing things in a department may be made. In either 
case daily audits of each transaction passing through the 
department are likely to be used until it is ascertained that 
the efficiency of the department has been restored or that the 
new system is working successfully. 

Spot Audits 

In general, however, the spot audit, which is merely a 
temporary form of daily audit, is used in place of the con- 
tinuous audit wherever practicable. In making this t5rpe of 
audit the auditors make their appearance in a department at 
irregular intervals and check all the work passing through a 
specific process for a few days until they have a good idea 
of how the work is being done. Aside from the element of 
cost involved, the continuous audit is undesirable in that 
realization of the fact that their work is being constantly 
checked tends to lessen the degree of alertness which the clerks 
exercise. On the other hand, knowledge of the fact that the 
auditors of the bank may appear for the purpose of making 
a spot audit at any time has the effect of increasing operating 
efficiency. 

To maintain the efficiency of the auditing staflf itself, a 
certain degree of isolation from the other departments of 
the bank is of advantage. This purpose is accomplished by 
transferring the auditors from one type of work to another 
at frequent intervals. This device also serves the purpose of 
checking the work of each member of the auditing department, 
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since it is fair to assume that each auditor who is assigned 
to a new task should accomplish about the same results as his 
predecessor. 

In a work of this sort it is impracticable to give each daily 
audit made. The audits involve an examination at one time 
or another of a large number of the operating departments. 
The work consists mainly in checking the actual transactions 
each of which is described in detail in preceding pages. No 
particular purpose would be served in describing them again. 
Furthermore in the case of the spot audit there is no fixed 
program covering the procedure. Rather, spot audits of vary- 
ing intensity are made here and there as necessity demands. 

In the following pages therefore only a few of the con- 
tinuous audits will be described in order to give the reader 
an idea of the nature of the work done. 

Audits of Issuance of Credit Instruments 

Among the transactions subjected to a continuous audit 
are those involving the issuance of credit instnunents and 
similar items, such as cashier's checks, certificates of deposit, 
certified checks, domestic and foreign drafts, travelers' checks 
and letters of credits, commercial credits, and cable and 
telegraphic transfers. The work of auditing the issuance of 
cashier's checks may be taken as an example. In auditing these 
the auditors are concerned first with protecting the bank 
against unauthorised issues, and second with determining that 
transactions which have been authorized are entered correctly 
on the books of the bank. 

Number Control System 

Protection against the unauthorized issues of cashier's 
checks is secured through the use of a number control system. 
Under this arrangement all blank checks are numbered serially 
and kept in the possession of the auditing department. The 
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operating departments are permitted to keep on hand only a 
small supply sufficient for daily requirements. To make it 
possible to identify each check readily a distinctive letter or 
symbol indicating the department of issue is affixed to the 
serial number. Record of blank forms in the hands of the 
departments is kept by means of number sheets each of which 
lists the numbers of the blanks held by a particular depart- 
ment As the instruments are issued stubs bearing the cor- 
responding numbers and the authority of an officer to issue 
them pass through the accoimting department where the num- 
bers are crossed off the number sheet By this method each 
department is held strictly to account for all its blank instru- 
ments either in the form of a stub giving details of the transac- 
tion, if the instrument has been issued, or in the form of the 
canceled instrument itself, if for some reason it was prepared 
in error. 

Cashier's checks are audited both for the purpose of 
determining that the entries made by the issuing department 
are correct and also that the Cashier's Check account kept by 
the general bookkeepers is accurate. Auditors regularly at- 
tached to departments issuing cashier's checks obtain stubs 
from the checks as the officers sign them. The stubs, which 
contain details of how the transaction was handled, are com- 
pared with the original entry material for the transactions 
which give rise to them in order to determine that the book- 
keeping tickets made in connection therewith have been cor- 
rectly prepared. 

Control over the Cashier's Check account of the general 
bookkeeper's department is maintained by means of a proof 
kept by the auditors. This proof is virtually a second control 
account for cashier's checks. On the credit side checks issued 
are entered according to the stubs received by the accounting 
department each day. When the checks are paid and debited 
to the General Bookkeeper's Control account the canceled 
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checks are passed to the accounting department where they are 
entered on the debit side of the proof, attached to the cor- 
responding stubs, and filed. The balance of the proof shows 
cashier's checks outstanding and should agree with the 
Cashier's Check account on the general books. 

The accounting department also has the stub representing 
each check outstanding. At intervals these are compared with 
the Cashier's Check account. 

Auditing Shipments of Valuables 

Shipments of money, securities, and other valuables are 
subjected to continuous audits to determine that they are made 
in conformity with instructions, that they are addressed to the 
proper consignees, and that the bank receives an authentic 
acknowledgment from the consignee stating that he received 
the shipment. 

In auditing shipments of gold or other money, the instruc- 
tions ordering the shipments dre used as a basis for the audit. 
The instructions are authenticated by having either the signa- 
tures or the test words verified. Then to make sure that 
no details were omitted they are compared with the affidavit 
made out by those who despatched the shipment. Finally they 
are checked against the auditor's copy of the advice of debit 
sent to the consignee and against the entry in the ledger. The 
copy of the debit advice is held for the purpose of following 
up the shipment if need arises. When the acknowledgment of 
arrival of the shipments is received it is compared with the 
advice to make sure the sending arrived intact. 

Shipments sent out by the outgoing registered mail depart- 
ment are recorded in a shipment book. Each is accompanied 
by a card which is to be signed and returned as an acknowl- 
edgment of receipt of the shipment by the consignee. At the 
return of these cards the signatures upon them are compared 
with the names appearing in the shipment book to make sure 
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that the sendings reached the proper parties. All cards remain- 
ing outstanding beyond the regular transit time are made the 
subject of a special investigation by the auditor who with the 
co-operation of the postal authorities endeavors to account 
for the missing shipment 

Correction Entries 

Complete control over entries correcting work which has 
already been entered in the books of the bank is centralized 
in the accounting department. Whenever an error is located 
a correcting entry is made by means of a ticket of distinctive 
color. A detailed record of all errors located by the auditors 
is kept by the accounting department. Once each month a 
list is prepared showing the departments making errors and 
the number and kind made by each department. This list is 
forwarded to the cashier and is used as a guide in determining 
the efficiency of the various departments. 

2. Reconcilement of Accounts 

A very effective check over the accuracy of the depositors 
ledgers, the "due from foreign banks" accounts, and the 
Lawful Reserve accoimt is provided in the periodical reconcile- 
ment of accounts. 

While the work of reconciling the accounts of domestic 
and foreign depositors is performed by separate units, no dis- 
tinction will be made between the two, for the processes are 
quite similar. The statement of account sent out by the bank 
is, of course, the medium through which reconcilement is 
effected. It lists in detail every debit and every credit which 
has been passed to an account during a given month. Along 
with this statement the customer receives the canceled vouchers 
and a reconcilement blank, and he is requested to make a 
careful comparison with his own records. If both versions 
of the account agree he records the balance upon the recon- 
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ciletnent blank, signs it, and returns it to the bank; if they 
do not conform he enumerates the discrepancies. When the 
reconcilement forms return to the bank the signatures are 
verified before the reports are accepted. Those returns which 
constitute approval are again checked with the balances shown 
on the books as of the proper date, while those which have 
exceptions noted upon them are subjected to thorough in- 
vestigations. Each discrepancy is treated separately and the 
findings of the investigation are reported to the customer. 
If the bank is in error the proper correction entry is made. 
In case the customer made the error the matter is explained 
to him in detail and he is requested to bring his records into 
agreement with those of the bank. 

The farther behind current transactions the reconcilements 
fall, the more difficult it is to reconcile accounts. Hence every 
effort is made by the bank to have reconcilements made 
regularly and promptly. All reconcilements which remain 
outstanding are closely followed up. If ordinary letters of 
reminder do not bring a response from the customer a letter 
is written to someone in authority requesting that he give 
personal attention to the matter. 

Reconcilement of Due from Foreign Banks Accounts 

In the reconcilement of its foreign "due from banks" and 
its lawful reserve accounts, the position of the bank is the 
reverse of that outlined above. As a depositor in banks abroad 
and with the federal reserve bank, it in turn receives statements 
of account current and is requested to compare them with 
its own records. The federal reserve bank sends a statement 
of account each day. This is reconciled promptly after it is 
received. Foreign banks send statements monthly as a general 
rule. Each discrepancy is thoroughly investigated and a 
permanent record is Ynade of it before it is reported to the 
foreign bank. Thereafter both banks work upon the prob- 
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lem until their various records are found to be in conformity. 
A common point of disagreement in the foreign account 
is that of value dating. The New York bank frequently 
discovers that a transfer which it has purchased, value date 
as of a certain day, was credited to its account on some other 
day. Many of the errors of this sort are discovered by the 
bookkeepers by means of advices sent in by foreign banks 
whenever they credit the account of the American bank. 
Others, however, are not located until the reconcilement is 
made. Such errors as these result in a loss of interest to 
the bank if its account abroad is credited at a later date than 
that which was made the basis of its transaction with the 
purchase of the transfer. In such a case the purchaser is 
communicated with and reimbursement obtained. Conversely, 
if the bank obtains earlier credit abroad than it expected, it 
has overcharged the purchaser and the excess interest is 
returned to him. 

Reports Concerning Customers' Relations 

Whenever a bank examiner or a public accountant makes 
a survey of the affairs of a client of the bank, he sends a 
report form to the bank requesting it to supply certain data 
concerning its relations with the customer. Before answering 
an inquiry of this sort the bank takes every precaution against 
giving information to unauthorized persons. An inquiry from 
an authorized bank examiner is complied with by sending the 
information direct, but in other cases the bank obtains the 
customer's orders in the matter before the information is 
delivered to the applicant. Oftentimes when inquiry unaccom- 
panied by the signed request of the depositor comes in from 
a public accountant, the bank sends the information called for 
to the depositor, requesting him to deliver it to the accountant 
if he wishes to authorize compliance with the request. 

In answering such an inquiry the blank form submitted 
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by the one who desires the information is circulated among the 
various departments of the bank, each one noting thereon the 
relations which it has had with the subject. In addition to 
this report a photograph of the statement of account current 
is forwarded to the one making inquiry. 

3. General Audit 

The general audit in the bank is in many respects similar 
to the audits made by the outside agencies. In the continuous 
and the spot audit the procedure is to submit some specific 
banking process to detailed examination while the work is in 
process. The general audit, on the other hand, consists of 
a comprehensive examination of the records covering the 
operations, generally of a specific department, over a consider- 
able period of time. The movements of the auditors from 
department to department are guarded with the greatest 
secrecy, as are those of a national bank examiner from bank 
to bank ; the inspection is made with the same critical attitude 
and the object is a similar one, namely, that of verifying the 
assets, liabilities, profits, and losses of the bank as expressed 
in the daily statement or balance sheet. Incidentally the 
general audit protects the bank against fraud from within or 
without, and it serves to indicate faults in the operating 
procedure. 

The scope of the general audit includes not only those 
departments which are not subjected to daily and spot audits, 
but also those which are constantly audited. The audits, how- 
ever, are restricted in the main to those phases of the bank's 
work which have to do with handling money, securities, etc. 

It is the aim of the auditors to inspect each department 
several times a year, special audits being made as they are 
deemed expedient. The routine of these audits is necessarily 
secret, especially so to those departments which are subject 
to the audit. Were secrecy not necessary, however, it would 
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be practically impossible to give details of the general audit 
in a work of this sort because the procedure in the various 
departments differs with the nature of the work transacted 
in those departments. 

In entering a department the general auditors take posses- 
sion of all cash, securities, and other valuables held. In order 
that the department may not be hampered in its work, addi- 
tional items are received or given out upon the permission of 
the auditors who, however, keep their own independent record 
of such transactions. In order that records which are con- 
stantly needed by the department tmder investigation may be 
available both for the department and for the auditors, 
photographic copies of them are made. 

Each account involving the inventory of some valuable 
commodity, such as cash, securities, notes, etc., is verified by 
actual count. Wherever possible the assets and liabilities of 
the bank, as well as securities held for others, are verified 
from independent sources. In examining the collateral for 
a loan, for example, reconcilements of the bank's records with 
those of the borrower are made directly with the borrowers 
by the auditors. Customers' deposit balances, securities held 
for customers, and other items of this sort are likewise verified 
by writing to the customers direct. 

Reports on the Findings of the Audit 

Upon the completion of an examination a report is pre- 
pared on the condition of the department for the use of the 
executive managers and the comptroller of the bank. Copies 
of such reports are kept on file for guidance in future ex- 
aminations. 

Improvements in Accounting System 

Equal in importance to verifying the accuracy of the bank's 
record is the function exercised by the general auditors in 
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making studies of accounting methods, departmental routine, 
etc., with a view to improving them. Improvements in system 
or routine may originate with the general auditors or else- 
where; whenever they originate, however, they are submitted 
to the auditing staff for criticism and approval from the 
accounting standpoint before they are adopted. 

Branch Bank Auditing 

The work of auditing the affairs of the foreign branches 
of the bank is performed by two separate organizations: the 
branch bank accounting department, and the branch bank in- 
spectors. The former is permanently attached to the home 
office and its work consists of preparing statements and sta- 
tistics of the branches. The latter force is a group of traveling 
auditors who go from one branch to another making inspections 
similar to the ones conducted by the general auditors. 

In accordance with the laws tmder which national banks 
operate the financial accounts of each branch are kept separate 
from those of the home office. To keep check on the affairs 
of the branches, however, the home office requires periodic 
statements of conditions. Each branch is required to send 
a weekly statement of its condition by cable. Uniform account- 
ing methods and standard records used by the branches make 
them miniatures of the home office. By means of a specially 
devised code system the weekly statements of the branches 
may be sent in only a very few words. When they are received 
these statements are combined with the statement of condition 
of the home office in order to show the condition of the institu- 
tion as a whole. The statement of each branch is also sub- 
mitted for analysis and inspection to the administrative group 
in charge of the territory of the branch. 

A more elaborate statement is sent by mail by each branch 
at the close of the month. The monthly statement serves as 
a check upon the cable reports and gives the position of the 
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bank in detail with respect to loans, discounts, overdrafts, 
past due bills, due from banks, expenses, interest receipts, 
disbursements, etc. In addition to these, special reports are 
required whenever the foreign branch has exceeded its allot- 
ment in the purchase or sale of foreign exchange, and when- 
ever its holdings of government paper, municipal bonds, etc., 
in the form of investments or collateral fluctuate beyond cer- 
tain limits. When the Comptroller of the Currency issues 
a call for the statement of condition of a national bank, he 
requires a statement from each foreign branch of that bank 
as well. The branches are notified of such calls by cable and 
report their detailed condition by mail to the branch bank 
accounting department for submission to the government 
Semiannually the profits of the branches are transferred to 
the balance sheet of the home office. At this time elaborate 
reports are submitted by each branch. 

Branch Bank Inspection 

The branch bank inspection work consists of regular audits 
or examinations of each branch made by a group of auditors 
representing the home office. At irregular intervals — in all, 
four times a year — ^thcse inspectors take charge of a branch 
bank and make a searching investigation into all of its affairs. 
The inspection consists, of course, in counting the cash and 
securities, verifying the loans and discounts, and reconciling 
the records of the branch with those of its customers and the 
home office, etc. In addition, however, the investigation aims 
to ascertain the quality of the investments which the branch 
has made. This is done by making a regular credit investiga- 
tion of the borrowers wherever possible and by studying the 
economic and political conditions of the community. A large 
amount of valuable information is incidentally obtained for the 
credit files of the bank. The findings of the examination are 
submitted in detail to the officer in charge of the territory. 
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The External Audit 

The internal audits just described are initiated by the bank 
to assure itself that the records are exact. As a further 
assurance to the public, to other banking institutions, and to 
the stockholders, that the affairs of the bank are being man- 
aged conservatively and efficiently the bank is subjected to 
audits from the following external agencies: 

1. National bank examiners. 

2. State bank examiners. 

3. The clearing house. 

4. A committee of the board of directors of the bank. 

Audits by National Bank Examiners 

In the United States it is considered that the connection 
of the public at large with banks as depositors demands that 
the government protect their interest by close supervision over 
the affairs of each bank. In keeping with this doctrine each 
class of bank is limited in its activities by law and a rigid 
system of reports and inspection is maintained. The Federal 
Reserve Act requires that the Comptroller of the Currency 
appoint examiners to investigate the affairs of each member 
bank at least twice a year and it empowers the examiners to 
make a thorough inspection of all the affairs of the bank 
and to examine any of the officers and agents under oath. 
These audits are designed not only to verify the bank's state- 
ment of condition which is submitted five times a year, or 
oftener, to the Comptroller, but also to determine that the 
law regulating national banks is being strictly observed and 
that the bank is being conservatively managed. 

Upon the recommendation of national bank examiners a 
bank may be thrown into liquidation by the Comptroller of 
the Currency; in keeping with the responsibility reposed in 
the examiners, therefore, the national bank examination is 
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a most far-reaching one. The examiner with his staff of 
auditors appears at the bank without having given notice of 
his intention and he takes complete charge of its affairs much 
as the general auditors take charge of a particular department. 
The national bank examiner is particularly interested in ascer- 
taining that the law limiting the amount which can be loaned 
to any one borrower to 10 per cent of the capital and surplus 
of the bank, the provision setting up a reserve requirement of 
13 per cent and 3 per cent against het demand and time 
deposits, respectively, and the law limiting the circumstances 
under which a bank may accept drafts and the amount which 
it can accept, are being complied with. Accordingly the bank's 
Lawful Reserve account is checked back for a period of 30 
days. Lists showing the total amount loaned to each borrower 
are also compiled from the various departments making loans, 
such as loans, discounts, commercial credits, etc. Acceptances 
arising from commercial credits are checked up from the 
records of the commercial credit departments. 

In determining the conservatism of the management of 
the bank the examiners confine themselves largely to a con- 
sideration of the kinds of loans and investments that are 
being made. In this connection they consider both the liquidity 
' and the security of the investments, the aim being to establish 
the fact that the bank is carrying on a strictly commercial busi- 
ness. Each loan is examined for adequacy of collateral in the 
light of existing market prices. In examining discounts and 
commercial credits, the credit rating of the borrower is con- 
sidered in so far as it is possible. The activities of the foreign 
exchange traders are thoroughly investigated in order to estab- 
lish that the practices of the bank in this respect are con- 
servative. 

The examination of other assets and liabilities of the bank 
follows about the same course as that pursued by the general 
auditors. For example, cash and securities accounts are veri^ 
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fied by taking actual inventory. ' To make sure that cash items, 
such as checks, drafts, etc., in the hands of the transit and 
city collection departments are bona fide instruments the 
examiner encloses a notice in the outgoing letter to collecting 
agents requesting them to notify him of the results of the 
collection process. Each account of the bank is reconciled. 
Domestic accounts are reconciled directly as between the ex- 
aminer and the depositors, while foreign accounts, because of 
the time which would* be required for direct reconcilements, 
are verified by means of a detailed examination into the records 
of the bank's own reconcilement department. Certificates of 
deposit, cashier's checks, and certified checks are audited by 
checking the canceled instruments against the original entries 
and proving the open entries against the totals on the general 
ledger. 

The results of the audit are embodied in a detailed report 
which is submitted to the Comptroller of the Currency. The 
Comptroller then informs the directors of the bank of the 
results of the audit and points out any changes which appear 
desirable from his point of view. 

Clearing House Examinations 

The clearing house association maintains a staff of ex- 
aminers, who at least once a year inspect each clearing house 
bank and also those banks which clear through members of 
the association. This inspection aims particularly to establish 
that the bank is in sound financial condition. It consists there- 
fore largely in taking an inventory of the bank's assets, 
examining the notes as to their liquidity, and the securities 
as to their market value; in short, it seeks to establish that 
the resources and liabilities conform to their published value. 

A duplicate report is made in detail of the findings of 
the examination. One copy is entered in the records of the 
clearing house, the other is sent to the president of the bank. 
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A more condensed statement is read before the clearing house 
committee. This report describes the character of the bank's 
assets in general terms. It points out all loans made either 
directly or indirectly to officers or directors of the bank or 
to corporations in which they are interested, and it describes 
all excessive and important loans. The examiner also gives 
his opinion of the soundness of the bank as he found it. 

Audits of the Trust Department 

Certain classes of transactions made by the trust depart- 
ment are amenable to state laws; hence the department is 
examined by the state bank examiners as well as the national 
bank examiners in their regular audits. The law specifically 
limits the scope of state bank examinations to the work of 
the trust department. The inspection is conducted in the 
same way as national examinations and the findings of the 
audit are reported to the state banking department. 

Audits by Bank Directors 

The board of directors of a bank are held responsible by 
the stockholders for the proper administration of its affairs. 
In line with this duty and also in conformity with the law 
which requires that they make an inspection of the bank at 
least twice a year, a committee from among the directors is 
appointed to perform this work. To assist them in these 
examinations the committee obtains the services of the general 
auditors of the bank, and the inspection follows along the 
lines of the general audit except that it is directed mainly 
towards verifying the assets of the bank. 
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CHAPTER XXV 

THE FACILITATING OPERATIONS— MAIL, TELE- 
GRAMS, CABLES, AND SUPPLIES 

Nature of Activities 

In the discussion up to this point certain operations which 
are wholly peculiar to a bank have been considered. It may- 
be said that the functions mentioned in the foregoing chapters 
constitute the functions of the bank as such; they are the 
ones which distinguish a bank from a railroad company, a 
mining corporation, a department store, or any other type of 
concern. The complete work of the bank, however, neces- 
sarily includes many operations not peculiar to banking, that 
is, operations which are more or less common to all lines of 
business enterprise. In the words of A. W. Shaw,^ these are 
the facilitating operations — ^the ones which facilitate the per- 
formance of the characteristic functions of the bank. 

The facilitating operations may be divided into six classes : 

1. Handling the mail. 

2. Handling telegrams and cables. 

3. Purchasing, printing, multigraphing, etc. 

4. Compiling and furnishing information to assist the 

management. 

5. Publicity. 

6. Personnel work and employees' welfare. 

X. Handling the Mail 

The treatment of the incoming mail containing remittances 
has already been described in Chapter II on the work of. the 
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mail teller. A large metropolitan bank with extensive banking 
connections, both domestic and foreign, receives a great volume 
of mail other than that containing cash items. It is no less 
important that these letters be distributed promptly to those 
who are to give them attention than it is that cash letters 
be credited and the items collected without delay. Accordingly 
an incoming mail department operating in two sections, 
domestic and foreign, and an incoming registered mail depart- 
ment have been organized to handle these letters. 

The outgoing mail in any large institution is best handled 
in a specialized department for the reason that expenditures 
for postage require some degree of supervision. A bank has 
additional good reasons for centralizing the outgoing mail 
in specialized departments. In the first place many shipments 
of valuables have to be sent out .each day. It is essential 
that a definite group of employees be held responsible for 
losses, inaccuracies, and delays. In the second place a con- 
siderable part of the outgoing mail of the bank consist^ of 
letters for foreign countries. The routing of foreign mail 
in such a way that it reaches the addressee in the shortest 
period of time is a business specialty in itself. Hence to 
meet these needs an outgoing mail department consisting of 
two sections, the domestic and the foreign, and an outgoing 
registered mail department are in operation. 

Incoming Registered Mail 

The incoming registered mail of the bank contains much 
of the currency shipped to the institution and many of the 
valuable papers received, such as notes, documentary drafts, 
stocks, bonds, etc. The registered mail is obtained directly 
from the post-office. With the various packages the post- 
office also delivers the receipt cards which are to be returned 
to the shippers of the packages, obtaining from the bank in 
lieu thereof a temporary receipt. 
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Upon receipt the letters are numbered consecutively and 
entered in a received register in which they are 4cscribed both 
by a departmental number assigned to them for reference and 
the post-office registration number. Special delivery letters and. 
similar special items are entered in a separate section of the 
received register to assure immediate attention. 

Each letter is opened and the contents examined to make 
sure that it contains what it purports to. In case a letter 
is to come to the attention of more than one department or 
person in the bank, transcripts are made for each of these 
persons or departments. The letters are then sent to the 
proper department by messenger. To insure accurate and 
reliable records of the deliveries the letters are entered in 
delivery books of which there is one for each delivery clerk. 
These books contain a complete record of the delivery: the 
date of the letter, the number assigned to it, the name of the 
sender, the post-office registration number, and the disposition, 
i.e., the department to which it is sent. As the letters are 
delivered someone who is authorized to receipt for registered 
mail signs the book in a space provided for the purpose. 

Notes and Coupons Received for Collection 

Notes received for collection through the registered mail 
are handled in the same way as those received by the mail teller 
and the city collection department, viz., they are entered in 
an incoming collection blotter and delivered to the note teller, 
against receipt. 

Mention has already been made of the fact that all coupons 
for collection, regardless of whether they come from outside 
the bank or not, pass through the incoming registered mail 
department where they are entered in a collection register 
which contains a control account for all coupons passing to 
the coupon collection department. If the sender has not 
already enclosed the coupons in separate envelopes according 
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to issues, the incoming registered mail department makes die 
separation and enclosure. When the collections pass to the 
coupon collection department these envelopes serve as the sole 
guide of that department; hence the following information 
is entered upon them: the name of the owner, his collection 
number, the collection letter date, description, number, and 
face value of the enclosed coupons, the total value of the 
envelopes, the due date, and instructions as to crediting the 
account or issuing a cashier's check to reimburse the customer. 

Acknowledgment of Letter 

After examination of incoming registered letters has been 
made by the proper persons or departments the letters are 
sent to the mail teller for acknowledgment. Meanwhile in 
the registered mail department the receipt cards which the 
post-office customarily forwards to the senders of registered 
letters are prepared. At the close of the day these cards, 
which it will be recalled were obtained from the post-office 
with the mail, are checked against the delivery records and 
returned to the post-office to be mailed to the sender. 

Domestic Non-Registered Mail 

In connection with the description of the work of the mail 
teller's department it was shown how all incoming non- 
registered domestic mail addressed to the bank comes first 
to this department which retains letters containing cash and 
collection items. The other letters are passed to a department 
known as the incoming mail department. To expedite the 
work this department operates in two shifts, the night and 
the day. ,If the address of a letter indicates for whom or 
for what department it is intended it is delivered to the 
addressee unopened. Other letters are opened, read, and 
stamped with the initials of the reader to fix responsibility 
for errors and are passed to the proper departments and in- 
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dividuals for attention. It frequently occurs that a letter must 
receive the attention of more tfian one department In this 
case a sufficient number of photographic copies of the letter 
are made. 

Foreign Mail 

Foreign incoming mail is handled somewhat differently 
from domestic mail. The domestic mail is divided into two 
portions, the cash mail and the non-cash mail. The cash mail 
is handled by the mail teller and the non-cash mail by the 
domestic section of the incoming mail department Foreign 
cash mail, on the contrary, does not lend itself to the standard 
form of treatment used in the mail teller's department Both 
cash and non-cash foreign mail is therefore received by the 
foreign section of the incoming mail department. Cash letters 
are seflt to the foreign collection import department, while 
other letters are distributed just as is the domestic mail. Those 
letters which need to be translated into English before they 
are distributed are sent to the translator's department 

The Investigators 

In handling the large volume of business of a large bank, 
differences invariably arise between the bank and its clients. 
As explained in the preceding chapter the auditors investigate 
and rectify those differences relating to customers' balances. 
Differences and complaints which do not relate directly to 
customers' balances are investigated by a section of the incom- 
ing mail department known as the investigators. 

When an investigation is undertaken a serial number is 
assigned to it for identification and a record is itiade in the 
complaint book. The complaint is then turned over to the 
department in which the error occurred and this department 
is responsible for a settlement with the customer. The com- 
plaint is followed up by the investigators who assure them- 
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selves that a satisfactory settlement is effected Should the 
complaint be of such a nature that it cannot be properly handled 
by any one department it is attended to by the investigators 
themselves. In addition to allocating the error to the proper 
department, the investigators also ascertain who was respon- 
sible for it. A list of these errors is kept and forwarded 
periodically to the cashier of the bank. 

Work of Translators 

As before noted many of the letters received from foreign 
customers of the bank must be translated before distribution 
to the operating departments. To meet this need the bank 
maintains a translator's department which translates not only 
letters but all reports, statements, and documents written in 
a foreign language. 

It is important that clearing house items received from 
abroad be passed through the clearings on the day of receipt 
if possible, to avoid loss of interest to the remitter. To avoid 
delay in translation, translators are assigned during the early 
morning to the incoming mail department. On each foreign 
language remittance letter containing clearing house items, 
information sufficient to guide the foreign collection import 
department in making the collection is entered by the trans- 
lators. After it is no longer possible to pass remittances 
through the clearings on the same day, there is, of course, 
no need for special haste and incoming remittance letters are 
translated in the regular way, except that they receive priority 
over non-cash letters. 

In dividing the letters among the translators an assortment 
is made according to languages and those in each language are 
further classified according to their claims for prompt atten- 
tion. The proper number of English copies are prepared, one 
copy of which is retained in the files and the others, after 
they have been checked for accuracy, are distributed to the 
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addressees. To fix responsibility for errors the translated copy 
is initialed by both the translator and the checker. 

Translation of Outgoing Letters 

At the time a foreign account is opened the bank ascertains 
in what language the foreign customer desires to conduct his 
correspondence. A file showing what customers desire their 
letters to be written in a foreign language is kept by the trans- 
lators. If a reply to an incoming letter is to be in the same 
foreign language a note to this effect is made on the letter. 
The recipient of the letter can thus ascertain without trouble 
whether his reply is to be made through the translator's depart- 
ment. Outgoing letters which must be sent in a foreign 
language are written in English by the writer, translated 
by the translators, and returned to the writer for inspection, 
signature, and mailing. 

Outgoing Registered Mail 

A considerable portion of the outgoing mail of the bank 
consists of securities, money, and other valuables to be shipped 
by registered mail or by express through the outgoing 
registered mail department. When items are turned over to 
the department for shipment a record is made in a receiving 
book which gives a complete description of the transactioi\: 
from what department it was received, to whom it is to be 
forwarded, the nature of the contents, etc. The package is 
then carefully wrapped and sealed in the presence of two 
members of the department who are responsible for the ship- 
ment until it is delivered to the carrier. Responsibility for an 
outgoing shipment containing the securities and other valu- 
ables is fixed by having the clerks in charge execute the fol- 
lowing certificate: 

The Undersigned, employees of the National City Bank 
of New York, hereby certify and affirm that the original of 
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the following letter, containing the securities specified 
therein, was this day sent by said the National City Bank 
of New York by registered mail, and they personally saw 
the contents of the package, and know them to be as stated 
in the letter; that said package was securely wrapped and 
sealed in their presence and never left their custody until 
deposited with and receipted for by the 



New York 19. . 

This statement is sent to the department from which the ship- 
ment was forwarded where it serves as a receipt 

When the shipment is made the usual receipt is obtained 
from the post-office or from the express company. After 
delivery the carrier returns a delivery receipt from the con- 
signee. Delivery receipts obtained in this way are checked 
against the receipts obtained from the shipping company at 
the time of acceptance of the shipment to make sure deliveries 
are made on time. 

Outgoing Mails 

The procedure in handling the outgoing domestic mail of 
tfie bank presents no departure of particular importance. The 
mail is assembled from the different departments of the bank 
by messengers and is weighed, stamped, and forwarded to the 
post-office. All stamps used in the department are obtained 
from the petty cashier upon requisition and the cost is charged 
to the proper expense account of the bank. 

The work of despatching mail for foreign points presents 
certain peculiarities. In the first place departures of mail 
steamers to some ports may be very infrequent. In the second 
place many of the foreign letters contain shipping documents 
and it is essential in many cases that these documents reach 
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the addressee as soon as the corresponding shipments so that 
the consignee may avoid storage fees, customs, fines, etc. 
Hence it is important that the bank make sure the documents 
go forward on the same steamer as does the shipment or upon 
a steamer which is to arrive abroad at an earlier date. Finally, 
foreign items are commonly drawn in duplicate or triplicate 
and each copy is to be despatched by a different carrier. These 
conditions call for a specialized outgoing foreign mail section 
which maintains a record of sailing dates and is responsible 
for forwarding the foreign mail in the proper way. 

Sailing Schedules 

The foreign section of the outgoing mail department has 
the function of keeping other departments in the bank in- 
formed of sailing dates for mail steamers. This information 
is obtained from a variety of sources such as commercial 
bulletins, post-office reports, steamship companies' re- 
ports, bulletins of exporting houses, and the daily papers. 
From the information thus gathered a weekly sail- 
ing schedule is prepared showing the names, steam- 
ships, their destination, dates of departure, whether each 
steamer carries United States or only consignee mail, and 
the closing hour for the mail for each steamer. A daily re- 
vision of the list is made on the strength of communications 
received from the various steamship companies. Copies of 
these schedules are sent to those departments of the bank inter- 
ested in the foreign mails. 

Consignee Mail 

While most steamships are regular carriers of United 
States mail, certain freighters carry only what is known as 
"consignee" mail. Consignee mail consists only of documents 
and letters pertaining to consignments of merchandise car- 
ried by the given ship. Such mail is delivered direct by the 
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sender to the master of the vessel, who mails it to the addressee 
when he reaches the port of destination. The purpose of con- 
signee mail is to provide the shipper with a means of for- 
warding documents in such a manner that they will reach 
Ae consignee as soon as the shipment, regardless of the fre- 
quency of sailings of regular carriers. Consignee mail is 
carried only in rare instances to Europe or the Orient but 
is general in the South American trade. Certain countries 
impose heavy fines upon the importer if it becomes necessary 
to store goods after their arrival at the foreign port because 
documents have failed to arrive. 

Forwarding Foreign Mail 

Except for single-copy letters, the work of forwarding 
the foreign mail begins with the operation of enclosing the 
material in the envelopes. As items are received from the 
various departments they are sorted according to countries 
of destination, the originals and duplicates are separated, and 
each package or letter is wrapped and routed according to 
the steamer on which it is to be sent. Originals are routed 
via the vessel which is likely to reach the destination first 
and duplicates go forward on the next one. The mail is then 
turned over to the post-office department or to die steamship 
company in time to be placed aboard ship. 

Mail which has not been prepared in time to reach the post- 
office at the regular advertised closing hour for that particular 
shipment may be sent later, provided twice the postage usually 
required is paid. The extra postage is for the purpose of 
reimbursing the post-office department for the labor involved 
in rushing die mail .to the steamer. Such mail is called ''sup- 
plementar)^^* mail. 

The bank's interest in the mail does not cease with the 
delivery of the letters and packages to the post-office or 
steamer. In connection with the work of the traders, mention 
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has already been made of the importance of knowing when 
letters containing remittances arrive abroad and become avail- 
able for the use of the bank. To meet this need careful watch 
is kept over arrivals of ships at the foreign ports in order that 
the necessary information may be sent to the traders. 

a. Telegrams and Cables 

The work of handling telegrams and cable messages is 
performed by the telegraph and cable and the test words 
departments. The former has the duty of receiving and trans- 
mitting messages and accounting for their cost; the latter 
affixes test words to outgoing messages and verifies those 
appearing upon incoming ones. 

Codes 

To reduce the expense of sending telegrams and cables 
and to obtain a degree of privacy, messages are frequently 
sent in code. Many financial institutions and other large 
concerns have their own code system which they and tfieir 
customers use in sending messages from one to the other. 
Other concerns use one of the commercial codes of which 
there are a considerable number on the market. For the 
convenience of itself and its customers the bank has its own 
private code. In addition to the code of the bank the telegraph 
and cable department is equipped with key books for reading 
commercial codes and the private codes of whichever of the 
bank's customers and correspondents have issued them. A list 
of those who are in possession of the bank's own code is also 
kept in order that it may be used in as many cases as is 
possible. 

Incoming Messages 

Incoming telegrams are transcribed in triplicate. If a 
particular message comes in code, the code version is placed 
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at the side of the English version in order that all information 
may be readily available should a question arise concerning 
the accuracy of the translation from the code. A time stamp 
is placed on the original copy ; then it is forwarded immediately 
to the person or department who is to give it attention. The 
duplicate of the transcription is filed, while the third copy 
is held by the telegraph operator. 

Cable messages, especially, frequently contain information 
which is intended for more than one department or individual. 
To distribute these messages, as many copies as there are 
subjects contained in the message are prepared. For con- 
venience these subjects are divided into five classes as follows: 

1. Cash payments. 

2. Transactions imder commercial credits and delivery of 

documents. 

3. Customers' securities. 

4. Bond orders. 

5. Miscellaneous. 



No. 
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Form 97. Telegram Receipt. (Size 8x2.) 

In preparing copies of the message, paper of distinctive color 
is used for each subject. Matter irrelevant to the subject to 
which the particular copy pertains is stricken out and the copy 
is forwarded to the proper individual or department for atten- 
tioiL 

In order that the progress of the message through to its 
destination within the bank may be traced and responsibility 
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fixed for delays and loss of items, a serially numbered receipt 
system is used in making all deliveries. The receipts (Form 
97) of which there are distinctive colors, one for telegrams 
and another for cables, are divided into three sections, each 
of which bears the same serial number. When a message 
is ready to be delivered to some department or individual in 
the bank, the first and second sections of the receipt form 
are attached to the message and the third section is retained 
for the files. On this third section is written such information 
as will indicate the disposition of the message. The individual 
who receives the message signs his name and indicates his 
department on the second section of the receipt form, which 
he then returns to the telegraph and cable department. The 
first section remains on the message as a reference number. 
Each day the slips on file indicating the numbers sent out 
are compared with the receipts returned, to make sure that 
all messages have been delivered. 

Confirmations 

It is an almost universal practice to confirm telegrams and 
cables by sending the recipient a letter informing him that a 
message has been sent and giving a transcript of it. Incoming 
confirmations are received by the incoming mail department 
and are routed to the department which received the original 
message. It is also customary for the recipient of a message 
to mail an acknowledgment to the sender. For this purpose 
a carbon copy of the message is sent out by the telegraph 
and cable department. 

Outgoing Messages 

Outgoing telegrams are prepared (in code, if necessary) 
by the department in which they originate. Each telegram 
is made up in three copies. The original is retained by the 
telegraph and cable department as a record of the message. 
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The duplicate, which serves as a confirmation of the message, 
is forwarded to the addressee, while the third copy is signed 
for, stamped with the time of transmission, and returned to 
the sending department as evidence that the message was 
despatched on time. In sending outgoing cables six copies are 
used. In addition to the copies serving the purposes men- 
tioned in connection with telegrams, there is a copy of the 
message for the officer who is in charge of the territory of 
the recipient, one for the foreign files, and one for the book- 
keepers of the telegraph and cable department. 

Telegrams are sent to the telegraph companies by means 
of instruments operated in the department. Cable messages 
are transcribed in code and transmitted to cable companies 
by messenger. In addition to the copy of the cable message 
which is delivered to the cable company, one copy is retained 
by the bank for reference and a second copy is signed by the 
company and returned to the bank where it serves as a receipt. 

Private Wires 

Many financial institutions have their own private wires 
connecting their head offices with those of out-of-town 
branches and correspondents. This arrangement has the ad- 
vantage of absolute secrecy and it secures undivided attention 
to the despatching of the institution's own messages. Through 
an arrangement with a closely affiliated concern, the bank 
upon the practices of which this is written has the use of 
private wires running to practically all the chief cities of the 
United States and Canada. 

Accoxinting Procedure for Messages 

If the cost of telegrams and cables is to be borne by the 
customer, one of the accounts termed "Customers' Expense 
Fimd account — ^Telegrams," "Customers' Expense Fimd ac- 
count — Cables Incoming," or "Customers' Expense Fund 
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account — Cables Outgoing/' is credited. These accounts 
represent the liability of the bank to pay the various telegraph 
and cable companies funds which it has received from cus- 
tomers in cover of messages. The customer settles with the 
bank either by sending a remittance or by having his account 
charged, and the resultant debit to cash or to the customers' 
deposit account serves to offset the credit to Customers' Ex- 
pense Fund. 

In many instances the customer does not furnish reimburse- 
ment at the time the bank incurs the obligation to pay for the 
message. In such a case the bank charges the cost to that 
particular customer's account under one of the control accounts 
termed "Accounts Receivable account — Telegrams" or "Ac- 
counts Receivable account — Cables." This charge offsets the 
usual credit to Customers' Expense Fund account — ^Tele- 
grams, or Customers' Expense Fund account — Cables. When 
the customer sends a remittance the department receiving it 
credits his account in the Accounts Receivable account — ^Tele- 
grams, or the Accounts Receivable account — Cables ledger. 

Monthly, or at other stipulated intervals, the bank settles 
with the various cable and telegraph companies for the cost 
of messages received collect and of those not sent collect. 
Incoming bills are paid through the voucher register. That 
part of the costs which relates to the bank's own messages 
is charged to the Expense account, while that which was in- 
curred for customers is charged to Customers' Expense Fund 
account — Telegrams, or Customers' Expense Fiuid accoimt — 
Cables. 

Use of Test Words 

As indicated in preceding chapters, a test word serves the 
same purpose in relation to a cable or a telegram as a signature 
does to a written instrument. In order that the recipient of 
a message may be sure it comes from the one who purports 
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to be the sender, the latter attaches some word which is built 
up in a manner known only to the two parties concerned. 

It is apparent that the work of preparing and transmitting 
the bank's own test word system to customers who have occa- 
sion to use it, of filing information which will enable the bank 
to decode the test words of other institutions, and, finally, 
of verifying incoming messages by means of the test word, is 
necessarily confidential and secret. These tasks are performed 
by the test words department. When a message ordering 
cash payment is received it is forwarded to the test words 
department where the test word is proved before the telegram 
is delivered to the proper department. Outgoing messages 
likewise pass through the test words department where the 
bank's own test word is appended. 

3. Supplies 

The economical purchase and control of the supplies used 
by the bank is effected through four departments. These are : 

1. The purchasing department. 

2. The stationery department. 

3. The printing department. 

4. The multigraphing and typewriting department 

The purchasing department is organized in sections, each 
of which attends to purchasing materials and supplies of only 
one class or kind. Thus there is a printing section, a stationery 
section, an office furniture section, etc. This method of or- 
ganization makes it possible for members of the department 
to familiarize themselves thoroughly with the types of mer- 
chandise and market conditions in their special lines and to 
obtain the best prices, prompt deliveries, etc. 

Requisitions and Orders 

An order for supplies to be purchased originates in the 
department which is in need of the supplies. The order 
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originates from a requisition signed by the department head 
and division head. The requisition receives the approval of 
the organization department, which exercises final control over 
expenses of the bank ; after this it is passed to the purchasing 
department, which obtains bids for the supplies requested and 
then places its orders with the bidder submitting the best 
price. 

At the time the order is placed the date on which the goods 
are to be delivered is specified. One copy of the order is 
filed in a tickler under the delivery date so as to bring it to 
attention in case it is not executed promptly. Four other 
copies of the order are made. The original is for the dealer, 
the second copy for the accounting department — which, as has 
been noted, prepares the voucher and makes the payment — 
the third for the stationery department, and the fourth copy 
for the receiving room. 

When orders are delivered to the receiving-room a notice 
of delivery is prepared in triplicate. One copy of this notice 
is sent to the voucher register where it serves as authority 
to make payment, a second copy is sent to the purchasing 
department, and a third is filed in the receiving-room. When 
a notice of delivery has been received the goods are inspected 
by the purchasing department and if they are found to be as 
ordered the transaction is approved. The order, together with 
the report of the receipt of the goods, is then filed away in 
a filled order file the purpose of which is to furnish a record 
of purchase in case other supplies of a like nature are needed 
in the future. 

Printing 

The printing work of the bank is also cared for by the 
purchasing department, which receives bids and enters into 
contracts for outside printing for the bank in the same manner 
in which it makes its orders for supplies. The bank, however. 



Digitized by 



Google 



MAIL, TELEGRAMS, CABLES, AND SUPPLIES 6$! 

maintains a small printing department chiefly for the purpose 
of printing customers' checks. 

The manner in which the checks are prepared and the form 
which they take is governed entirely by the instructions of 
the customer. A record showing the numbers of the first 
and last checks issued to each customer is kept in order that 
the bank may know what numbers to assign to additional 
checks ordered. 

Addressograph, Multigraph, and Typewriting Department 

The bank necessarily has extensive mailing lists for various 
purposes. First there are monthly statements of account and 
form notices to be mailed to customers. Second there are 
extensive lists of names to which the publicity department 
sends its publications. Then there are lists of stockholders 
used by the transfer department in mailing notices, dividend 
checks, etc. Finally there is the list of employees from which 
the salary envelopes are prepared. The work of keeping these 
lists up to date and addressing material to be sent out is done 
by the addressograph, multigraph, and typewriting department. 
In addition to the mailing lists, this department prepares the 
form letters which the bank sends out 

The Stockroom 

The stationery department of the bank performs the func- 
tion of a stockroom. Delivery of supplies is made only upon 
a requisition signed by a department head and a division head. 
The filled requisition forms are turned over to the purchasing 
department where they are filed according to departments 
receiving the supplies. At the end of each month statistics 
are prepared showing the amount of supplies used by each 
department. This report is submitted to the auditors where 
it is used for the purpose of maintaining a control over 
supplies. 
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Another ftmction of the stationery department is to see 
that an adequate supply of the materials used in the bank is 
kept on hand. A supplies book, which contains a perpetual 
inventory of the supplies on hand, serves as a reminder when 
quantities are running low. When a given minimum amount 
of any class is reached, requisition is made upon the purchasing 
department for whatever is needed. 
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CHAPTER XXVI 

THE FACILITATING OPERATIONS— LEGAL AND 

STATISTICAL INFORMATION, PUBLICITY, 

AND PERSONNEL WORK 

4. The Internal Information Service — Legal Department 

As an advisory bureau regarding legal matters the bank 
maintains a department known as the internal legal depart- 
ment. 

The internal legal service is concerned with the legal phases 
of all claims and disputes which have not yet reached the 
litigation stage. These include cases of forgery or check 
alteration, examinations of the legal aspects of collateral, 
'especially the legality of the issuance of bonds offered for 
collateral, the legal phases of payments on checks and bond 
coupons, requests for reimbursement on account of checks 
paid over stop-payments, requests for reimbursement because^ 
of lost checks, and other similar cases. In case the bank issues 
duplicates to reimburse customers for lost cashier's checks, 
certified checks, etc., the necessary guarantees, affidavits, or 
indemnity bonds are obtained by the legal department. In- 
junctions and legal notices received by the bank, together with 
notices of the death of depositors, are also cared for by this 
department 

Two other phases of the internal legal service are worthy 
of note. First there is the insurance work. In this connection 
a periodical analysis of the bank's insurance is made and all 
claims arising under existing policies are prepared and followed 
up. All charges for premiums come to this section and are 
checked before payment is made. Second there is the work 
of caring for the items of the Suspense account. The Suspense 
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account has already been described — it contains the doubtful 
accounts of the bank. Complete charge of these items is taken 
by the legal department and they are followed up and collected 
if possible. 

Financial Library 

The financial library of the bank has two functions: that 
of keeping books, periodicals, etc., for reference, and that of 
collecting and filing information regarding the financial affairs 
of corporations and municipalities. 

The primary object of the first-mentioned function is to 
make available within the bank all information needed for 
making whatever studies and investigations are required in the 
daily work. Accordingly a complete set of public documents 
of all countries, reports of chambers of commerce and similar 
bodies, laws and statutes of the United States, yearbooks,' 
almanacs, directories, maps, and financial periodicals, is kept. 
A secondary object is to keep on hand for general reading 
by employees books pertaining to business in general; hence 
books on banking, finance, exchange, etc., are distributed to 
those connected with the bank under the same conditions as 
in public libraries. 

The second function of the bank library is to gather credit 
information concerning municipalities and corporations which 
have securities outstanding. Accordingly a section of the 
library devotes its attention to preparing clippings from finan- 
cial publications and to gathering such information as descrip- 
tions of mortgages securing bond issues, bond and stock offer- 
ing circulars, deposit agreements, documents concerning muni- 
cipal and government finance, etc. 

Statistical Work 

The internal statistical service of the bank consists in 
making researches regarding commerce, production, industries. 
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transportation, financing, economics, etc., in order to provide 
the administration with such information as may be of service 
in formulating the broader policies of the bank. The work 
is also closely related to the publicity work of the bank ; various 
studies of the department are distributed in pamphlet form 
and certain of the information contained in other publications 
of the bank is supplied by the statistical department 

5. Publicity 

Bank publicity is mainly of the direct type. General dis- 
play advertising in newspapers iind magazines is used in- 
cidentally, as when, for example, a bank publishes its financial 
statement in accordance with the call of the Comptroller of 
the Currency. Occasionally a general medium will be used 
to emphasize and introduce some new service of the bank, 
but as a rule the bank's publicity work consists in mailing 
its advertising material directiy to a selected mailing list. 

The advertising material issued is educational in nature. 
An idea of the nature of a bank's efforts in this direction can 
probably be best conveyed by giving a brief description of the 
material sent out by the bank upon the practices of which 
this book is written. 

This bank, for example, issues a monthly bulletin on 
"Economic Conditions, Government Finance, United States 
Securities," which contains discussions of current economic 
and business conditions and an analysis of the social and gov- 
ernmental problems of the day. The bulletin is prepared 
by a vice-president of the bank, who is a practical economist. 
Its aim is to promote the good-will of the institution; hence 
it is widely circulated not only among clients and prospective 
new customers but also among leading business and profes- 
sional men. In addition to the English edition which circulates 
in the United States, Great Britain, Canada and other British 
colonies, French and Spanish editions are published for circu- 
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lation in countries using these languages. Certain of the 
branches of the bank issue similar publications dealing with 
conditions in their respective countries. 

As a constructive service for correspondents, such a 
bulletin may be furnished at the cost of printing to those 
who desire to distribute it in quantities to their customers. 
When the bulletin is furnished in this way, it would appear 
as the publication of the bank by which it is prepared, but 
it also contains whatever advertisement tfie correspondent 
desires to have inserted. 

Special Bulletins, Addresses, Exhibits, etc 

In addition to die monthly bulletin, special publications 
contribute to the bank's fund of material for developing 
general good-will. These are prepared by various officers and 
other experts in the employ of the bank. They contain in- 
formative material which the bank wishes to place in the 
hands of its clients but which needs treatment in more detail 
than the limited space of the periodical publications will permit. 
The circulation of these booklets depends upon their contents. 
Some, for instance, might be of interest only to a particular 
class of business man or to those residing in a particular 
territory and the circulation would be limited accordingly. 
Others, say those dealing with some phase of the economic 
position of the country, are of more general interest and they 
are accordingly widely distributed. 

Supplementing these efforts there are the addresses of 
officers of the bank delivered before meetings of various asso- 
ciations of business men. It is the policy of the bank to con- 
tribute to the discussion in gatherings of this sort whenever 
it is called upon to do so, provided, of course, someone of the 
bank's staff who can be of real service is available. Frequently 
also the bank arranges exhibits at fairs and other meetings 
of this sort. 
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Publications for Promoting Foreign Trade 

The awakened interest in foreign trade among American 
business men has led to a considerable portion of the publicity 
work being devoted to disseminating authoritative information 
on tfiis subject. A monthly magazine, known as tfie Americas, 
contains articles on the various phases of foreign trade, trade 
reports from the bank's representatives abroad, articles giving 
commercial and historical surveys of foreign coimtries, surveys 
of international industries, etc. A report issued weekly by 
the statistical department analyzes trade statistics for clients 
of the bank and presents such facts regarding exports, imports, 
and the production and consumption of specific articles which 
enter into international commerce, as will be of assistance to 
traders. Finally should be mentioned a report issued weekly 
by the foreign trade department for the purpose of bringing 
specific opportunities for trading to the attention of American 
business men. 

While various officers and other experts in the employ 
of the bank are called upon to contribute to the material for 
the bank's publicity efforts, the work of preparing and keeping 
the mailing lists up to date, of editing the material, and of 
publishing the periodicals and booklets is centralized under the 
control of the publicity department In addition to attending 
to the physical production of the material, this department, 
acting under directions of a vice-president who is in charge 
of publicity, determines the direction which the bank's publicity 
efforts shall take. 

6. Personnel and Related Activities 

The scope of the personnel work of the bank may be 
indicated by the following outline of the activities of the per- 
sonnel and related departments. 

1. Engaging new employees. 

2. Transferring employees. 
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3. Attending to resignations and discharges. 

4. Answering inquiries from those who have been 

referred to the bank by former employees. 

5. Making job analyses. 

6. Making studies of the salary question and preparing 

statistics regarding the working force. 

7. Interviewing employees and keeping data regarding 

the relations between employees and the institution. 

8. Maintaining an employees' club. 

9. Conducting educational work among employees. 
10. Doing welfare work among employees. 

These functions are distributed among four departments— 
the personnel department, the educational department, the em- 
ployees* club, and the medical department. The personnel 
department has charge of the work of employing, transferring, 
and discharging help, and of performing the necessary 
auxiliary functions. The educational department has for its 
function the promotion of educational endeavor among em- 
ployees. The medical department, as its name implies makes 
examinations of all new employees and its services are at the 
disposal of all members of the bank's staff who are in need 
of medical attention while engaged in their daily duties. The 
club is an organization of the employees of die bank which 
has for its aim the promotion of the welfare of its members. 

Emplojrment of New Help 

Applicants for positions with the bank, whether they come 
to the bank on their own initiative, from an employment 
agency, through the introduction of an officer or a friend 
of the institution, or in reply to an advertisement for help 
wanted, come into contact with the personnel department 
where they are required to file a standard form of application 
blank. Along with other data the applicant submits the names 
of references which are to be consulted by the bank. The 
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personnel department obtains opinions of the applicant from 
these references and files them with the application form. The 
information contained in this file constitutes the basis for 
deciding the question of employing the applicant should need 
for his type arise. 

Vacancies in the force of tfie bank come to the attention 
of the personnel department in the form of requisitions signed 
by the department head and the division head in whose 
provinces the vacancy occurs. By means of a system whereby 
requirements for particular positions have been analyzed and 
uniform standards set up, the division head is enabled to com- 
municate a full description of the qualifications which the 
prospective employee must possess by merely indicating on 
his requistion tfie job number of the vacancy. After the 
requisition has been received, the most promising one from 
among those who have applications on file is employed. 

Each employee of the bank is required to furnish bond, 
the purpose of which is to protect the bank against losses for 
which he might be responsible. These bonds are obviously 
a form of insurance. The cost is therefore borne by the 
employer just as is the cost of other insurance. Through the 
personnel department the new employee submits application 
for a bond to the surety company with which the bank deals, 
and this department is also charged with die duty of making 
certain that the new employee has been approved by the insurer 
before he enters upon his new duties. 

Frequently the necessity for transferring an employee trom 
one department of the bank to another presents itself. Aside 
from shifts in the volume of the work which creates an over- 
supply of workers in one department and a shortage in another, 
these transfers often become necessary to serve the interests 
of harmony. Transfers are made by the personnel department 
which acts in conjunction with the division heads and the 
department heads concerned. 
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In a large institution the needs for temporary stenographic 
service in the various departments are so numerous as to 
require the maintenance of an emergency force of stenog- 
raphers and typists. Employees just entering the service of 
the bank are generally assigned to this force, since the work 
is such as to give them wide acquaintance with the bank's 
work as a whole. 

Resignations and Discharges 

When it becomes necessary for the bank to discharge an 
employee the case is handled by the personnel department; 
also formal resignations from all who are leaving the employ 
of the bank are obtained. From the data obtained in this 
way statistics are prepared covering the causes which prompt 
employees to resign. These statistics prove useful in indicating 
points of disturbance in the personnel problem and in assisting 
the department in making recommendations to the administra- 
tion for remedying the condition. 

Naturally former employees who have left a good record 
behind them give the name of the bank as a reference when 
applying for positions elsewhere. Inquiries arising from refer- 
ences are answered by the personnel department. 

Interviewing Employees 

An important phase of the work performed by the per- 
sonnel department consists in interviewing employees. 
Through these interviews a personnel relation is maintained 
between the institution and its employees. A sincere effort 
is made to locate any cause of dissatisfaction and to apply the 
remedy. 

To enable the man to be better fitted to the job, a detailed 
analysis of each position in the bank has been made. From 
these analyses records showing the qualifications which the 
incumbent must possess have been prepared. To each job is 
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assigned a number by the use of which the division head 
designates his needs for new employees. The job analysis 
work therefore amounts to setting up certain standards for 
describing workmen and their tasks, just as in other lines of 
endeavor there have been set up standards for measuring com- 
modities, distances, etc. 

Salary Standardization 

Periodical analysis of the salary schedules of the bank 
together with recommendations for increases are prepared and 
submitted to the management for action. Consideration and 
approval of recommendations for promotions and salary in- 
creases are also made by the personnel department. Through 
these activities, equal rates of remuneration for tasks of the 
same type are enforced and the stigma of favoritism in promo- 
tions and salary increase is avoided. 

Records, Reports, and Statistics 

To facilitate the personnel work several i-ecords are kept 
Most important are the employees' folders. In each of these 
folders is kept complete information regarding an employee, 
his original application for a position, the reports obtained 
from his reference, reports of those immediately in charge 
of his department, results of interviews of the personnel depart- 
ment, etc. A list of the employees arranged alphabetically 
and by departments is also kept so that an employee may be 
readily located in case of inquiry or other need. The bank 
also has specimen signatures of each person in its service. 

Absence of employees from work is checked up by means 
of the time-clocks. Each day a report is sent to the cashier, 
to the comptroller, and to the organization department, show- 
ing the total number of employees in the bank and the absen- 
tees. After an employee has been absent for five consecutive 
days the cause of the absence is investigated by the personnel 
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department and if the employee is in distress the assistance 
of the bank is brought to bear upon his problem. 

Detailed records of the number of applications received, 
the number of new employees hired, the sources from which 
they come to the attention to the department (employment 
agencies, classified advertisements, or introduced), the depart- 
ments to which they are assigned, their religion, sex, nation- 
ality, etc., are also kept, as well as reports conveying similar 
information regarding resignations and the reasons therefor. 
Periodically these reports are put in condensed form and sub- 
mitted to the comptroller of the bank. 

The summary of this report shows the labor turnover of 
the institution for the current period and for the corresponding 
periods of previous years. Two turnover figures are sub- 
mitted — ^the gross and the net. The gross figure is obtained 
by dividing the total number of resignations for the period 
by the average daily attendance. Mainly this figure is useful 
for comparing general conditions during the period under con- 
sideration with those obtaining in previous periods. The net 
turnover rate is obtained by dividing the resignations for 
avoidable reasons only by the average daily attendance. Such 
a rate is in a measure an index to the efficiency of the personnel 
work of the bank, since it shows a percentage figure of em- 
ployees who imder ideal conditions might have been retained. 

The Employees' Club 

The activities of the employees' club of the bank constitute 
virtually a part of the personnel work. The club is organized 
as an institution separate from the bank, being operated solely 
by the employees of the institution. It has been permanently 
endowed by the bank from which it also receives direct finan- 
cial aid at times. 

Among the chief activities of the club, all of which aim 
at promoting the welfare of the employees, may be mentioned: 
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1. Publishing a monthly magazine for employees. 

2. Provision for outings, theater parties, and other forms 

of recreation for members. 

3. Maintenance of athletic teams. 

4. Maintenance of a saving bank, a co-operative store 

and buying service, and other devices for promoting 
thrift among employees. 

5. Operation of a realty corporation for assisting mem- 

bers to purchase or build their own homes on ad- 
vantageous terms. 

6. Providing educational courses for members. 

Mutual Benefit 

The mutual benefit work of the bank takes a variety of 
forms. Temporary financial assistance is extended to those 
who find themselves in need, medical attention and liberal 
leaves of absence are provided for those in poor health, etc. 
In addition there are some few welfare activities which take 
a more or less regular form. All new employees are examined 
by the medical department as a condition precedent to employ- 
ment and those who may find it necessary to consult a physician 
while attending to their regular duties are served without 
charge. A pension system is provided for the retirement of 
employees who i:each the age of sixty and for the pa3mient 
of a liberal portion of their salaries by the bank during the 
remainder of their lives. Under a death benefit plan benefits 
are paid to heirs of an employee should death occur while in 
the bank's service. 

Educational Activities 

The educational activities of the bank may be divided into 
two parts: (i) training new employees, and (2) promoting 
the educational advancement of employees. 

Training New Employees. Those who come into the 
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bank's employ as messengers, pages, and other of the beginners* 
grades are required to attend regular instruction in preparation 
for their work. In addition a large part of the personnel 
for its foreign branches is recruited and trained by the bank 
through its college training class. Under this arrangement 
the bank selects employees some time before they complete 
their college courses. Each prospective employee attends col- 
lege as a regular student and the faculty of his educational 
institution sends the personnel director of the bank detailed 
reports covering his progress while at college. During his 
summer vacations the student takes up his residence in New 
York where he attends special educational classes given by 
the bank. The aim of these courses is to supplement college 
training with technical knowledge of banking, languages, 
foreign trade, etc. In addition to his regular classes, the 
student is assigned to various departments of the bank in 
logical succession where he serves in the capacity of a regular 
employee. Thus he obtains a first-hand knowledge of banking 
by the laboratory method. After graduation the student enters 
the bank's employ in some one of its foreign branches. 

Co-operation with Local Educational Institutions. In its 
educational activities the bank co-operates with established 
educational institutions in so far as is possible. It brings 
courses being offered by the various institutions of the city 
to the attention of employees, and upon their enrolling in 
classes approved by the educational department it pays a por- 
tion of the tuition fee. Located as it is in a city where 
educational facilities abound, the bank is enabled to obtain for 
its employees the best of instruction in a wide variety of 
subjects without the necessity of maintaining a large force of 
instructors. For subjects pertaining to the immediate field 
of banking and for the benefit of employees who are of the 
age required by the laws of the state of New York to attend 
instruction, however, the bank conducts its own classes. 
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CHAPTER XXVII 

FOREIGN TRADE, MERCHANDISE, AND INDUS- 
TRIAL SERVICE 
Service 

The prosperity of a bank is wholly dependent upon the 
volume of business handled by its customers. Realizing the 
importance of this fact, a successful bank is constantly on 
the alert to further the interests and assist in extending the 
business of its customers in every legitimate way. The bank's 
efforts in this direction are not confined to the activities of 
any one department or any group of departments. Each of 
the departments, rather, performs whatever constructive 
services its activities warrant, as has already been indicated 
in preceding chapters. In addition the whole scheme of ad- 
ministration in the bank is patterned to furnish intimate per- 
sonal service to clients, as will presently be shown. In the 
bank specially under attention there are, however, three depart- 
ments designed primarily to promote the interests of the bank's 
clients and of trade in general — the foreign trade, the mer- 
chandise, and the industrial service departments. The foreign 
trade department aims chiefly to expand foreign trade; the 
foreign merchandise department assists in the actual exporta^ 
tion, importation, and transshipment of merchandise ; and the 
industrial service department advises customers on industrial 
problems. These are primarily service departments, but they 
contribute to the income of the bank inasmuch as they act 
as feeders for other departments. 

Foreign Trade Service 
The daily operations of a large international bank bring it 
into close touch with all phases of business. Especially in 
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the United States where many business men are just beginning 
to enter the field of foreign trade on an extensive scale and 
are naturally perplexed with such problems as obtaining credit 
information, selecting foreign agents and representatives, 
choosing proper channels of distribution for their products, 
packing, shipping, financing, etc., a bank of this sort is enabled 
to furnish a high type of service in furnishing foreign trade 
information to its customers, both domestic and foreign. In 
so doing it assists in establishing actual business connections 
between foreign and domestic traders from which it has the 
benefit of the resulting banking business. 

Organization of Department 

In order that the service rendered by the foreign trade 
department may be of the greatest practical value the personnel 
must consist of men who have had wide experience in foreign 
trade. The staff is divided into two sections — ^a domestic and 
a foreign. On the domestic side the division of labor con- 
forms to the official territories of the bank, i.e., by states. 
A thorough study is made of the products which each section 
of the country contributes toward the export trade and of 
those foreign goods for which there is an actual or a prospec- 
tive demand. 

The foreign section is necessarily composed of men who 
have had extensive commercial experience abroad and who 
therefore are thoroughly acquainted with the customs, 
psychology, and commercial life of foreign peoples. These 
men are likewise assigned to the districts with which they are 
most familiar. By this arrangement the department is able 
to give intelligent consideration to concrete problems. 

The Branch Bank as Promotion Agency 

One of the primary objects attained in a branch bank 
organization is real, live attention to the needs of American 
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interests in the foreign field- It is felt by many that in dealing 
with most countries the branch bank system has an advantage 
over the correspondent bank method of transacting interna- 
tional banking business, in that the branch bank has the 
American viewpoint of the foreign field and is therefore 
primarily a servant of the American business man. The basis 
of die work of the foreign trade department is therefore to 
be found in complete and accurate investigations conducted by 
such foreign branches as the bank may have. The branches 
have special representatives who devote their entire time to 
studying trade conditions and searching for new prospects and 
business opportunities in their particular districts. 

The results of the investigations of the brandies are em- 
bodied in reports rendered to the home office. These reports 
are of four kinds: 

1. Commercial reports 

2. Industrial reports 

3. Trade reports 

4. Miscellaneous reports 

Commercial reports deal with trading concerns; industrial 
reports with manufacturing establishments ; trade reports cover 
the field by commodities; and miscellaneous reports treat a 
variety of subjects, such as government legislation, trade-mark 
laws, customs and tariffs, general shipping news and facilities, 
public works, firms or individuals suitable to act as agent for 
United States concerns, etc. Under this arrangement the 
foreign branch of the bank is put at the disposal of each 
domestic customer. 

In addition to the regular reports, information on specific 
trade opportunities is frequently forwarded on request. Wher- 
ever the bank has no branch a correspondent of the institution 
looks after foreign trade promotion in a similar way. A trade 
report would include information on the matters listed and out- 
lined below: 
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Suggested Outline for Trade Reports 

1. General demand for article. 

Comparison of quantities imported in prosperous and bad years. 
Imports for the last year obtainable. 
Nativeiproduction for last year. 

2. Past and present sources of supply. 

If there has been any change in the source of supply, reason of 

such change. 
Description of native industry. 

3. Present demand and stocks on hand. 

4. Prices, freight, duties, etc. 

Invoice price from competing markets. 

Invoice price from U. S. A. 

Freight on article from competing markets. 

Freight on article from U. S. A. 

Landing charges. 

Duties (incoming) from competing markets. 

Duties (incoming) from U. S. A. 

Cost of placing article in your market from competing countries. 

Cost of placing article in your market from U. S. A. 

Cost of native article. 

Prices obtained from ultimate consumer. 

5. Terms of payments. 

6. Reasons, if any, why foreign or native article has been preferred 

to American. 
General description of article as imported or manufactured in 
your market. 

7. Foreign competition — giving details. 

8. Manner of packing. 
Labels, etc. 

9. Suggestions for improvement in article, manner of packing or 

labels, etc., which might appeal to the trade. 

10. Description of how business in article is done, and through what 

hands it passes from the manufacturer to ultimate consumer. 
Qass of people who ultimately purchase the article. 

11. Uses peculiar to your market, to which the article is or may 

be put. 

12. Advertisement if any. 

13. General summary. 



Digitized by 



Google 



FOREIGN TRADE SERVICE 669 

Distributing the Information 

The main function of the foreign trade department, in 
the bank already referred to, is to collect these reports, coming 
from all parts of the world, condense and combine them, and 
distribute the information to clients of the bank. Distribution 
is effected in three ways : 

1. By the publication of a weekly bulletin entitled Foreign 

Trade Opportumties. 

2. By direct replies to letters of inquiry. 

3. By interviews. 

Foreign Trade Opportunities, Opportunities for American 
business houses in the foreign markets, after careful investiga- 
tion, are published in the weekly Foreign Trade Opportunities 
and mailed to those domestic clients who have expressed a 
desire to receive this circular. Only a general outline of each 
opportunity is given in the announcement, but to those who 
are sufficiently interested to apply for it, complete details are 
furnished in the form of a special report. 

The topics covered in this bulletin are: (i) names of 
foreign visitors in New York who desire to make immediate 
business connections, (2) foreign concerns which have written 
to the bank of their desires to buy or sell, (3) names of those 
desiring to represent American concerns abroad or seeking 
representation in the United States. In addition foreign trade 
reports are issued, dealing with specific products and informa- 
tion on topics of general interest to importers and exporters. 

The usual non-liability clause similar to that used in dis- 
tributing credit information is appended to the Foreign Trade 
Opportunities as follows: 

All statements or opinions herein contained are based 
upon the information derived from sources considered 
reliable, but are submitted gratuitously, and no responsibility 
is assumed by or is to attach to this Bank or any of its 
officers. 
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While it assumes no responsibility the bank naturally exer- 
cises the utmost care in bringing together only reliable con- 
cerns in both cotmtries. In fact, the strong point in the 
foreign trade service of such a bank is the extreme care taken 
in compiling the information given out. 

Letters of Inquiry, Letters of inquiry applying for in- 
formation of other sorts frequently come to the bank. They 
cover a variety of subjects; in fact, any subject related to 
foreign trade may be included. These letters are made the 
subjects of special investigations. Within the bank such 
sources of information as the financial library, and the sta- 
tistical, the foreign merchandise, the publicity, and the credit 
departments are utilized, according as the needs of the case 
bring the investigation beyond the files and knowledge pos- 
sessed by the foreign trade department. Outside the bank, 
experts along certain lines, the United States Bureau of 
Foreign and Domestic Commerce, and similar agencies may 
be consulted. The bank may also request its branches, travel- 
ing representatives, and correspondents to obtain information 
from their particular territories. In short, the customer of 
a bank of this type is assured of the broadest possible investiga- 
tion of problems he may lay before the foreign trade depart- 
ment. 

Whenever reports are received in response to special in- 
quiries from clients, a digest is made and forwarded to the 
client. Sufficient time is then given for these parties to make 
full use of the information, and after that it is as a rule pub- 
lished in the usual way for the general information of the 
bank's clients. 

Interviews. Local clients of the bank frequently call in 
person to discuss their problems. These interviews cover a 
great variety of subjects ranging from the definition of 
technical terms to the organization of an export department, 
or from methods of packing merchandise to systems of gov- 
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emment in remote regions, but they usually have to do with 
concrete immediate problems which confront the client. 

Prospective Visitors to Foreign Countries 

Valuable assistance can be rendered by such a department 
in many ways to the client who is preparing to go abroad. 
The members of the foreign section are in a position to give 
him the benefit of their experience acquired through residence 
abroad. The client may confer with the heads of the various 
foreign departments of the bank in regard to his plans. Letters 
of introduction to the branches, correspondents, and other cus- 
tomers of the bank are also written in his behalf so that 
when he arrives abroad he will have the local facilities of the 
branches and correspondents of the bank at his disposal. In 
this way every possible assistance can be given the customer 
in his undertaking. 

Foreign Visitors 

The facilities of such a department in a large international 
bank are designed to be of equal benefit to the foreign client 
who is visiting this country. The foreign business man in the 
course of his visit to the bank may be referred to the foreign 
trade department by the officer in charge of the foreign district 
concerned. The foreign trade man of that district, speaking 
a language known to the visitor and appreciating his methods 
and point of view, is in a position to serve his needs in the 
most effective manner. If the client has a product to market 
in the United States every effort is made to bring it to the 
attention of the bank's clientele in the country. As has already 
been indicated this may be done through such a bulletin as 
the Foreign Trade Opportunities, A conference may also be 
called with the member of the department in charge of the 
domestic district in which there is most likely to be a demand 
for the particular commodity, or if the product is one for 
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which the market is wide-spread all the members of the domestic 
section may be consulted. Reports may also be prepared on 
the different concerns with whom the representative may care 
to deal. 

The visitor from abroad is urged to make the department 
his headquarters while in New York and there meet represen- 
tatives of American concerns. If he desires to travel about 
the country, letters of introduction to correspondents and 
customers of the bank are given him. In a word, the home 
office of such a bank and its extensive system of domestic 
correspondents are put at the disposal of business men from 
abroad, to each according to his particular needs. 

Miscellaneous Services 

The miscellaneous services of the foreign trade department 
of an international bank may be illustrated further by the 
commercial directory in Spanish and Portuguese issued by 
one such bank for distribution by its branches. In preparing 
this directory the idea was to put into the hands of foreign 
business men an up-to-date publication by means of which 
they could locate the names of prospective customers or sources 
of supply for establishing closer connections with the United 
States. This directory is composed of two sections: a list 
of all the business houses which the bank numbers among its 
domestic customers, and a list of the commodities with the 
names of the firms which deal in them. Under the name 
of each concern is shown the cable address, the codes, it uses, 
when established, the capital and surplus, the names of its 
agents abroad, if any, the product manufactured or dealt in, 
and a statement as to whether it does an export and import 
business or not 

Note is taken of all important conventions and similar 
public functions which may be used to the advantage of the 
bank in developing its relMions along the lines of foreign 
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trade, for the purpose of assisting the publicity department 
to make the proper contribution to the discussion. 

The first to benefit from such a foreign trade service, of 
course, are the clients of the bank. It is for them that the 
department is established in the first place. However, as the 
bank takes a broad view of its duty and responsibility it generally 
assists in so far as prior claims permit, all worth-while or- 
ganizations and individuals. In facilitating these trade con- 
nections the bank, while assuming no responsibility for results, 
takes every precaution to bring together only parties of ap- 
proved standing in order to safeguard its own name, to protect 
the interests of its clients, and to build up good-will for 
American business in general. 

Foreign Merchandise Service 

In the course of its regular operations it does not often 
happen that the bank has to concern itself with the actual 
handling of goods. Occasionally, however, it may prove desir- 
able for a customer located abroad or at a considerable distance 
from New York to appoint the bank his agent, giving it a 
lien or title to shipments of merchandise. The bank at times 
also takes over insurance claims, makes payments on ships 
under construction, and undertakes collections of an irregular 
character for the accotmt of its clients. These services are 
performed in the bank under attention by the foreign mer- 
chandise department. This department occupies in the foreign 
division a position somewhat similar to that of the note teller 
and the city collection department in the domestic division. 

Merchandising Service 

Custom house procedure requires that import shipments be 
claimed immediately upon their arrival in port; otherwise 
the goods are seized and stored by the government with a 
resultant heavy charge to the shipper." To avoid this con- 
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tingency the bank, as the only representative of the shipper 
on the spot, temporarily takes charge of its customers' ship- 
ments which are being held up and cares for them pending 
ultimate disposition. Such action may be necessitated either 
as the result of the dishonor of a draft which the bank holds 
or because of a straight consignment of merchandise to the 
bank. For the work of clearing the goods, storing, insuring, 
forwarding, and selling them, the bank engages the services 
of certain approved custom house brokers. In rendering this 
service It does not, however, take any responsibility for the 
safety or speedy delivery of the merchandise. Its duty is 
merely to transmit instructions as it receives them, using, of 
course, as much care as though its own interests were involved. 

Shipments under Dishonored Drafts 

When foreign drafts accompanied by ocean bills of lading 
sent to the bank for collection are dishonored, the merchandise 
department takes charge of the shipment. The routine of 
customs procedure for the importer prescribe that mer- 
chandise must be "entered" at the custom house within 48 
hours after the arrival of the vessel. Entry is effected by 
the bank's broker and consists in filing clearance papers with 
the customs officials on a form prescribed by the treasury 
department. In order to do this the broker is required to 
present the invoice— consular, if one has been received — ^and 
the bill of lading. If these documents are not in the possession 
of the bank it may give a guarantee for them under conditions 
to be related presently. When the broker has cleared the goods 
he delivers the warehouse receipt to the bank which then 
insures the goods against all risks imder its floating policy. 

Adjusting with the Drawee 

This procedure is followed pending final acceptance or 
payment of the draft by the consignee. If necessary, and if 
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the drawer so instructs, the case may be put in the hands 
of an attorney and the shipper informed of the results of 
the litigation. However, many drafts fail of collection for 
reasons of a temporary nature and it is wise to take account 
of these before instituting proceedings. The drawee may con- 
tend, for example, that he cannot pay the draft imtil a certifi- 
cate of health has been issued by the Department of Agriculture 
to cover the consignment ; or it may be that the drawee wishes 
to take advantage of his right to make an examination of 
the merchandise before deciding on payment. In such a case 
the bank may if it sees fit accommodate the drawee by grant- 
ing him the time needed, advising the shipper of the fact in 
a form letter. This letter includes a clause to the effect that 
the bank as a result of its having authorized the entry of the 
goods, will not be responsible for any loss which may be 
sustained by the cargo while it remains undelivered to the 
consignee. 

Sufficient time having elapsed for an inspection of the 
merchandise, the draft is again presented to the drawee. In 
case payment is made it becomes necessary merely to give 
the drawee a delivery order on the broker. The order specifies 
that the goods are to be delivered by the broker only on pay- 
ment of all accrued charges, including brokerage. This closes 
the transaction between the bank and the drawee. The 
proceeds of the collection are then credited to the customer's 
account under advice, after the bank's commission has been 
deducted. This is a variable sum, depending upon the nature 
and amoimt of work undertaken on behalf of the client 

Merchandise under Straight Consignments 

It happens occasionally, as in the case of a rising market, 
that a foreign client consigns a shipment of merchandise to 
the bank to be held until he can dispose of it to the best 
advantage. In such a case the shipper makes out the docu- 
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ments in the name of the bank, these are transmitted to the 
broker for purposes of entry, and storage and insurance are 
effected in the usual way. Then the shipper may proceed 
to negotiate the .cargo in whole or in part If the client so 
instructs, the bank will assist him in this sale by keeping him 
advised as to the state of the market and by having his orders 
executed promptly through the broker. 

As a general rule the importer is required to pay for the 
goods by certified check when they are delivered to him. The 
shipment may, however, be transferred under trust receipt. 
Under this arrangement the importer is required to sell the 
merchandise for the bank's account. There may even be a 
stipulation to the effect that he assign to the bank the accounts 
of the purchasers to the extent of the amount receivable from 
the importer, notice of such assignment being given to the 
purchasers at the time of sale. 

Guarantees and Surety Bonds 

As indicated above, it becomes expedient at times to have 
merchandise cleared or released from a bonded warehouse, 
even though the relative documents have not been received 
by the bank, owing to delay in transit, attachment, or actual 
loss. Unless the merchandise is claimed immediately after its 
arrival it will go into "general order." Moreover, if the goods 
are perishable or seasonal there is double need for action 
in order to prevent spoliation or loss of market. The custom 
officials do not as a rule make delivery except against the 
proper documents or against a court order. However, if they 
feel assured that the documents have been lost or delayed and 
that no fraud is contemplated, they may deliver the mer- 
chandise against a guarantee of indemnity. 

It is illegal for a national bank to become surety for a 
party unless it has a direct interest in and derives a profit from 
the transaction. In the case of a consignment under a draft 
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the goods revert to the bank as the direct representative of 
the drawer, should payment or acceptance be refused. Under 
a straight consignment the bank's name appears on the bill 
of lading as the consignee, making it therefore the nominal 
owner of the goods. In certain cases, too, when goods are 
consigned not to the bank but to one of its customers it may 
request the collector of the port to allow its broker to make 
entry of the goods and to give bond in lieu of the missing 
documents. Whether the bank elects to make such a guarantee 
will, of course, depend upon the circumstances of the case and 
particularly upon the credit of the client. 

Bail Bonds 

Occasionally the bank is requested to have surety com- 
panies write so-called 'bail bonds for account of its clients 
These originate in the following manner: The law provides 
that ships which have been libeled for damage arising out 
of collision, fire, or for some other peril of the sea, be released 
for the benefit of the owners as soon as possible. In lieu 
of the ship or cargo, some other good security has to be pro- 
vided. This is usually supplied by the use of a bail bond 
written by a surety company on behalf of the ship-owner. 
Under such a bond the surety company agrees to pay any 
amount which may be adjudged to the plaintiff by the court. 

Special Payments 

Foreign clients may have occasion to make payments in 
the United States under special conditions which require a 
trustworthy local agent to determine when and to what degree 
the conditions have been fulfilled. These payments commonly 
arise out of the purchase by foreign shipping companies of 
vessels built in this country. Payments may be made either 
on ships under construction or for vessels already completed. 

Payments made under contracts for the construction of 
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vessels are usually by instalments when prescribed stages of 
completion have been reached. Usually the construction cost 
is divided into ten instalments to be paid as follows: one 
each when the contract is signed, when the keel is laid, upon 
payment of material, when framed, when ceiled, when plated 
or planked, when the deck has been laid, at latmching, when 
rigged, and when delivery is made. Either a member of 
the department visits the shipway, or the local agent of Lloyd's 
(Lloyd's Registry of Shipping) is instructed to ascertain the 
progress of the vessel under construction. It is desirable to 
send Lloyd's agent for the reason that later he will be called 
upon to make out the certificate of classification and for this 
purpose he ought to be familiar with the ship from the time 
the keel is laid. 

Pa3mients for the purchase of vessels already constructed 
are made by the bank only when the proper documents eviden- 
cing ownership, registry, etc., are delivered in accordance with 
the purchaser's instructions. 

Marine Lost Claims 

Another important service consists in collecting claims 
under marine insurance policies. In this connection settlement 
of claims is made directly with the underwriters themselves. 
In collecting these claims the necessary documents are pre- 
sented according to the needs of the case. These may consist 
of a full set of bills of lading, the original invoice covering 
the shipment, or a copy of it, the insurance certificates, the 
marine protest— <:onsisting of a statement sworn to by the 
captain of the vessel indicating whether his ship met with any 
accident which would be likely to damage the goods — ^the 
deposit receipt showing that the insured has made the proper 
contributicMi to the fund out of which damage arising from 
general average claims is to be settled, and a certificate of 
damage executed by a competent surveyor or appraiser. After 
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its collection has been effected the proceeds are accounted for 
to the client in the usual way for collection. 

Sundry Collections 

In addition to handling claims under marine msurance, 
collections of a varied nature are made for the foreign client, 
such for example, as arise imder life insurance policies, pen- 
sions, deeds, indentures, and mortgages. Customers may also 
route pass books and deposit receipts through the bank. These 
claims are either indorsed over to the bank or are accompanied 
by the necessary powers of attorney. In the collection of 
these claims the customer receives the benefit of the bank's 
legal department and of its counsels at law. 

Industrial Service 

One of the very important services of a modem bank 
is rendered by what is sometimes called the "industrial 
service department." This department is composed of a staff 
of industrial engineers who travel about the country making 
surveys of the organization and plants of those industrial 
concerns which are either customers or prospective clients of 
the bank. The results of these surveys are embodied in com- 
prehensive reports submitted both to the bank and to the client. 
Such inspections serve two main functions: (i) they supply 
the bank with valuable credit information, and (2) they 
furnish the customer with definite suggestions for the improve- 
ment of his business. 

The conditions which go to make up the credit standing 
of a large manufacturing concern are such that they cannot 
be set forth completely in the form of a balance sheet and 
profit and loss statement. Many considerations not shown 
in figures are of tremendous importance. Among these may 
be mentioned location of the factory with respect to raw 
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materials, labor supply, and markets, labor conditions in the 
plant, management, system of cost-finding, pricing, and many 
other rather intangible factors. The industrial service en- 
gineers obtain and interpret these facts for the credit depart- 
ment of the bank. 

The industrial engineers, however, serve a far more im- 
portant function than that of acting as mere expert investi- 
gators for the credit department of the bank. Their calls 
upon customers are made primarily with the idea of furnishing 
service. Hence quite as frequently as not they make surveys 
of establishments of customers which do not need bank credit 
or even of concerns which are not customers of the bank. 
By experience reaped from long contact with manufacturing 
concerns in all lines of activities such industrial engineers 
are enabled to analyze a business, to bring out its strong 
points, and to make suggestions for the improvement of its 
weak ones. In this way such a department can accumulate 
a wealth of figures and statistics covering such standard figures 
for each , industry as cost of production, proportion of each 
item making up cost, profits, etc., which may be placed at 
the disposal of the clients. Recommendations as to methods 
of accounting, financing, ptu-chasing, selling, paying wages, 
etc., can be embodied in comprehensive reports furnished to 
the customer. 

In addition to furnishing an individual customer with 
specific advice on his own problems, such an industrial service 
department performs a somewhat more general service for 
the clients of the bank as a whole. This service takes the form 
of published studies and reports on the common problems of 
manufacturers which are distributed by the publicity depart- 
ment. The industrial engineers can also represent the bank at 
conventions of manufacturers and others interested in scientific 
methods of production. 

In siunmary, a department of this sort is a safeguard 
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against injudicious loans, a means of promoting cordial rela- 
tions between the bank and its family of industrial customers, 
and a protection to industry as a whole, since it advocates a 
scientific basis of doing business on the basis of cost rather 
than of competition. 
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CHAPTER XXVIII 
ORGANIZATION AND ADMINISTRATION 

Officers and Board of Directors 

The corporate affairs of a national bank are especially 
interesting because national banks are among the few cor- 
porations organized under federal law in this country. This 
control is vested in the owners of the corporation — ^the share- 
holders. The shareholders elect a board of directors which 
in turn elects and appoints certain officers to execute its will 
and policy. The offices, number of incumbents, and the duties 
of each vary with the size of the bank, the character of its 
business, and the types of men who hold offices. Officers 
commonly fotmd in the largest banks are: 

1. The president, who is usually chairman of the board 

of directors. 

2. The executive managers, one of whom may be desig- 

nated as general executive manager. 

3. Vice-presidents. 

4. Trust officers. 

5. The comptroller. 

6. The cashier. 

7. Assistant vice-presidents. 

8. Assistant cashiers. 

9. Assistant trust officers. 
10. Assistant comptrollers. 

Shareholders 

The minimum capitalization of a national bank is based 
upon the population of the city or town in which the bank is 
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domiciled/ There is no limit to the number of shares which 
may be owned by each holder except as results indirectly from 
limitations as to the number of incorporators. Stockholders 
of national banks are financially liable for all contracts, debts, 
and engagements of the bank to an amount equal to twice 
the par value of stock owned. Otherwise they have much 
the same relation to the bank as the stockholders of any other 
kind of corporation organized under the laws of a state have 
to their corporation. 

The procedure which shareholders follow in controlling 
the affairs of the bank is set forth in the bank's charter which 
must be approved by the Comptroller o'f the Currency before 
the bank begins business. 

When there is any action to be taken which may 
require the consent of the shareholders, their assent unless 
unanimous must be given at a duly convened meeting. It 
does not suffice to secure in writing the assent of shareholders 
owning enough stock to pass the action ; no majority can bind 
a minority, however large the majority or small the minority, 
imless the action is taken in a duly called meeting. The charter 
provides for both regular and special meetings. Each share- 
holder has a right to be present in person or by proxy and 
to express his assent or dissent. However, no officer, clerk, 
teller, or bookkeeper of the bank may act as proxy and the 
Comptroller of the Currency has ruled that directors may 
not act in this capacity within the intent of this law. Share- 
holders who have due and unpaid subscriptions for stock are 
disqualified from voting. Each shareholder is entitled to one 
vote on each share of stock held by him. A majority of th6 
shareholders present in person or by proxy constitutes a 
quorum. 



iThe present requirements are as follows: 

For cities of not over 3»ooo, $ 25,000 

" '* '* * " 6,000, 50,000 

" " " ** " 50,000, 100,000 

" " •• " 60,000. aoo,ooo 
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Annual Meeting 

Among the most important powers of the shareholders is 
the election of the board of directors which manages the affairs 
of the bank. The board is elected annually at what is com- 
monly called the "annual meeting." The annual meeting of 
national banks may be held on any day in January but the 
Comptroller of the Currency favors the second Tuesday. At 
this meeting no other business but the election of directors 
may be transacted without due notice having been given that 
other business is to be transacted. If the bank fails to effect 
an election at the time appointed, an election may be held 
on any subsequent day after 30 days' notice thereof has been 
given in a local newspaper. The date of election is fixed in 
the charter by the directors or by two-thirds of the share- 
holders. The directors therefore cannot continue to hold office 
by failing to hold an election, for the shareholders can convene 
and fix the date thereof. 

Ultimate control of the management of the bank is thus 
vested in the stockholders. Unless two-thirds of them are 
dissatisfied with the incumbent board the directors may retain 
office indefinitely by mere default of the shareholders to force 
an election. 

Qualifications of Directors 

National banks are required to have a board of not less 
than five members, but no maximum number is fixed. Banks 
in larger cities have more than five, the purpose being 
not only to distribute the burden of the administrative work, 
but also to secure a more representative board and thus create 
a larger good-will in the community. The directors are elected 
at the annual meeting for a term of one year and until their 
successors are elected and have qualified. 

Every director of a national bank must during his whole 
term of office be a citizen of the United States, and at least 
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three-fourths of the directors must have resided in the state, 
territory, or district in which the bank is located for at least 
one year immediately preceding their election and must be 
residents therein during their continuance in office. These 
residential and citizenship qualifications give local control to 
the bank and assure a better adaptation of its policy and 
conduct to the needs of the commimity as well as safeguarding 
the control of the bank against adverse interests. Every 
director must own in his own right at least ten shares of stock 
of the bank, unless the capital of the bank does not exceed 
$25,000 in which case he must own five shares. Any director 
who ceases to own the required number of shares or who 
becomes in any other manner disqualified, vacates his director- 
ship thereby. No person who holds stock in a merely repre- 
sentative capacity, as trustee, executor, administrator, or 
guardian, can be a director. These property qualifications aim 
at giving the directors a personal interest in the successful 
conduct of the bank. 

The Clayton Act provides that no person shall at the same 
time be a director or other officer or employee of more than 
one member bank of the federal reserve system when either 
of these banks has deposits, capital, surplus, and undivided 
profits aggregating more than $5,000,000, and no private 
banker or person who is a director in any state bank having 
deposits, capital, surplus, and undivided profits aggregating 
more than $5,000,000 is eligible to be a director in any mem- 
ber bank of the system. Furthermore no member bank in 
a city of more than 200,000 inhabitants may have as director 
or other officer or employee any private banker or any director 
of any other bank, banking association, or trust company 
located in the same place, with the following exceptions: (i) 
this provision does not apply to mutual savings banks without 
capital stock; (2) a director or other officer or employee of 
such bank, banking association, or trust company may be a 
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director or other officer or employee of not more than one 
other bank or trust company organized under the laws of the 
United States or any state where the entire capital stock of 
one bank is owned by stockholders in the other; and (3) a 
director of Class A of the federal reserve bank may be an 
<rfficer or director or both in one member bank. 

The Qayton Act was amended by the Kern Amendment 
in 1916 which permits any officer, director, or employee of 
any member bank or Class A director of a federal reserve 
bank who first procures the consent of the Federal Reserve 
Board to be an officer, director, or employee of not more than 
two other banks, banking associations, or trust companies, 
whether organized under the laws of the United States or 
any state, if such other bank, banking association, or trust 
company is not in substantial competition with such member 
bank. The board is authorized, at its discretion, to grant, 
withhold, or revoke such consent, and the authority requires 
it to define what constitutes substantial competition. Another 
amendment permits any director or other officer, agent, or 
employee of any member bank with the approval of the Federal 
Reserve Board, to be a director or other officer, agent, or 
employee of any bank or corporation chartered under federal 
or state law and principally engaged in international or foreign 
banking or banking in any dependency or insular possession 
of the United States in the capital stock of which the member 
bank has invested as allowed by law. The substance of this 
amendment was reiterated in the Edge Act to permit officers, 
directors, and employees of member banks to become affiliated 
on the approval of the Federal Reserve Board with a corpora- 
tion authorized under the act provided the member bank is 
itself a stockholder in such corporation. The law was further 
amended in 1917 to the effect that a state bank becoming a 
member may continue to exercise its full charter and statutory 
rights as ^a state bank or trust company which amendment 
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exempts it from certain of the provisions of the above laws. 

The directors are put under oath diligently and honestly 
to administer the affairs of the bank and to be qualified. These 
oaths are sent to the Comptroller of the Currency and filed. 

A director is not an agent of the bank; he cannot act 
separately and independently of his fellow-members. Only 
when the board is duly convened and acting as a unit does it 
represent the bank. At such time it may appoint one of its 
number to act as agent of the bank. A majority of the board 
usually constitutes a quorum but this is determined by the 
charter provisions. 

Remuneration of Directors 

Directors normally serve without salary. Since as a rule 
they are men of wide business interests, the time and attention 
required of a bank director entails a considerable sacrifice. 
In some large banks directors are given fees for each meeting 
they attend, but these fees do not compensate them for the 
sacrifice of time. The banking law prohibits any officer, 
director, or employee of a member bank from being the bene- 
ficiary of or receiving directly or indirectly any fee, com- 
mission, gift, or other consideration for or in connection with 
any transaction or business of the bank, other than the usual 
reasonable salary or director's fee paid to him for services 
to the bank. 

In choosing directors various factors are considered. The 
largest stockholders may be elected, the other shareholders 
feeling that their large holdings will incline them to take a 
keen interest in the success of the bank; or men of large 
influence in the commimity or of large capital and business 
connection may be elected for the business which they will 
bring to the bank. It is highly important that they be men 
of good financial record and possessed of conservative business 
sense and sound judgment 
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Powers of Board of Directors 

The board exercises the general control and government 
of all the affairs and transactions of the bank. With a few 
restrictions it can do anything the corporation can do under 
its charter and the law. The functions which the board must 
perform are largely determined by the uniform usage among 
banks. The members must, i.e., handle the active manage- 
ment of the bank ; they are assumed to know all that is done 
and the system and rules for doing it ; they may appoint agents 
and endow them with powers sufficient for executing the 
resolutions of the board and for carrying out the ordinary 
transactions of daily business without specific authority in each 
instance. Such delegation of power, however, does not divest 
the directors of their responsibility and duty and they may 
be held for losses arising through the action of officers when 
in the selection and supervision of these officers the board is 
proved not to have acted in good faith or with ordinary 
diligence. 

The courts distinguish between executory functions and 
management functions. The former are the media through 
which management and control are effected and consist of 
such acts as drawing checks, receiving deposits, paying drafts, 
etc., and may be done by the duly appointed officers without 
an authorizing vote by the directors. 

Liability of Directors 

The courts regard the directors as trustees for the stock- 
holders and for depositors and noteholders. They insist not 
only that the directors be free from blame but that they be 
prohibited from doing things where self-interest may bias them 
against the bank. A director is not permitted to secure by 
means of his trust any advantage not common to the other 
stockholders. In all such matters he must both refrain from 
voting and exercising his influence. If he applies for a loan 
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he must not vote on the approval of his appUcation and must 
behave as any other applicant. 

The directors cannot do certain things. They can use 
the funds and property of the bank only for proper banking 
fimctions and for the bank's advantage in the best way that 
their knowledge and abilities can devise. They cannot vote 
to contribute to charities or make gifts. They cannot need- 
lessly and gratuitously assume actual or contingent liabilities 
for others. 

Directors are liable for losses to stockholders or creditors, 
or both, incurred because the directors fail to manage the 
bank according to the charter and in good faith. They are 
not liable for losses arising through frauds by officers provided 
they have not been grossly negligent in selecting and watching 
such officers. What constitutes reasonable care required of 
directors depends upon the matter in hand and can only be 
determined in the light of all circumstances. Ill health or 
non-residence does not excuse a director from constructive 
knowledge of the affairs of the bank. 

In keeping with these responsibilities the directors of a 
bank exercise more personal control over their corporation than 
is usually the case in other types of corporations. In the bank 
upon the practices of which this book is written, for example, 
the directors meet each week for the purpose of considering 
the financial position of the bank and determining its policies. 
The making of loans and the granting of credit are matters 
which are closely supervised by the directors. For the purpose 
of facilitating its work the board operates through committees, 
such as the loan committee, executive committee, etc. 

The President 

The president of a national bank is elected by the board 
of directors and by law he must be chosen from among their 
own number. Usually his duty is to preside over the meetings 
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of the board. In addition he may be given active management 
of the bank's affairs. The larger banks often divide this 
office into two parts. A chairman of the board is elected to 
preside over meetings of the board of directors, while the 
president serves as manager of the bank. 

So far as managerial powers go, the position of the presi- 
dent is one of dignity and of an indefinite responsibility rather 
than of accurately defined duties. His ex officio powers are 
scarcely greater than those of any other director. As head 
of the board he may bring suit in the name of the bank, and 
in suits against the bank legal processes may be served upon 
him. The responsibility for the litigation of the bank, both 
as plaintiff and defendant, is inherent in his office and for 
this purpose he may retain and employ counsel. This is his 
sole inherent power beyond that of any other director. But 
he is commonly the active executive officer of the bank and 
his authority is very much extended by express delegation 
by the board or by their tacit sanction of his known acts. 

The foregoing discussion applies in general to all banks. 
Following the office of president, the scheme of organization 
depends entirely upon the needs of a particular bank as no 
generalizations can be made. A description of the organization 
of the bank on which the practices described in this book are 
based will therefore be given. 

The Executive Managers 

To assist the president in the active administration of the 
bank, a group of executive managers, one of whom is desig- 
nated general executive manager, has been created. These 
officers are chosen from among the vice-presidents and they 
include men of wide experience and broad knowledge in bank- 
ing. In other words they are technical or practical bankers 
to whom are delegated the supervision of certain phases of 
the actual operation of the bank. The parcellation of duties 
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among the executive managers varies with the personnel of 
the group. The general executive manager is in general the 
active manager of the bank. Others of the executive managers 
specialize in fields of management for which they have shown 
special aptitude. 

The Vice-Presidents and the Territories 

The unit of administration in the bank is the territory. 
The bank has divided the domestic territory on the basis of 
federal reserve districts and the foreign territory on the basis 
of contiguous countries. To maintain a close personal touch 
with its customers, all the business of a particular territory 
is administered by a vice-president assisted by the necessary 
number of assistant vice-presidents and assistant cashiers. The 
vice-president is responsible both for maintaining and extend- 
ing the business of the bank in his territory. In the domestic 
field he controls the resident representatives of the bank in 
the territories where they work for the purpose of extending 
its business, obtaining credit information, etc. In the foreign 
field the vice-president in charge controls the branches and 
agencies of the bank. 

The activity of the territorial group of officers consists 
of two parts: (i) passing upon loans, and (2)* service and 
new business. Subject to review by a general meeting of 
the officers of the bank and by the directors in their weekly 
meeting, the vice-president passes upon all applications both 
for loans and for lines of credit arising within his territory. 
Certain of the assistant vice-presidents and the assistant 
cashiers assigned to assist the vice-president in the territory 
are credit men. Often they have resided in the territory and 
know personally many of the customers of the bank and the 
conditions imder which they transact business. By this method 
of passing upon loans, the bank aims to give the customer 
the advantage which comes from a personal acquaintance with 
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him and his affairs by someone in hig^ authority in the 
institution. 

The vice-president is also responsible for developing new 
business in his territory. In this development the bank seeks 
not only to obtain new accounts but also to intensify its rela- 
tions with those who are already its customers. Service 
assistants consisting of officers and others attached to the 
territorial organization devote their time to considering the 
use which customers make of their accounts and to bringing 
other services of the bank to their attention. In other words, 
the service assistants seek to help each customer obtain the 
maximum advantage from his connection with the bank and 
also to see that each customer's account is a source of profit 
to the bank. 

New business prospects come to the attention of the bank 
in a variety of ways. The most important agencies for seeking 
out desirable customers are the branches of the bank and the 
domestic field men. Again prospective customers often apply 
to the bank for service which its more or less distinctive facili- 
ties enable it to render, such as the foreign trade service, 
foreign exchange transactions, collections, credit information, 
etc. If the applicant is of the type which the bank desires 
as a customer, the service applied for is furnished through 
the territorial organization and an effort is made to extend 
relations with him. The publicity department is also an effec- 
tive agency for bringing the services of the bank to the atten- 
tion of those who may become customers. Prospects are also 
obtained from the reports of the credit agencies. 

In order that its relations with customers may be cordial 
and at the same time conducive to mutual profit, the bank 
makes a careful investigation of each prospect before it solicits 
his account. This investigation aims to ascertain whether 
or not the prospect can profitably open a New York account. 
The field of the metropolitan bank and that of the local cor- 
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respondent are mutually exclusive and the former can solicit 
business without taking it away from the latter. If the prospect 
has not a real need for an account in a large bank and if his 
business is not such that both he and the bank will derive 
a profit from an account relation, he is not solicited. The 
bank considers that it avoids needless embarrassment and com- 
plications in the future by knowing the facts before it enters 
into negotiations with a prospect. 

After this investigation is made the procedure is governed 
by the vice-president in charge of the applicant's territory. The 
ruling on a name is: (i) do not solicit, (2) deferred, or (3) 
approved. Names which the vice-president has classed as 
undesirable are dropped. Deferred names are not to be solicited 
at the time but they are to be watched with a view to consider- 
ing them again. 

Actual solicitation of the new name is made by the field 
men or the foreign representatives of the bank through per- 
sonal calls and by the service of new business men in the 
territorial organization. Often some by-service of the bank 
is put at the disposal of the customer with a view to convincing 
him of the type of work which the bank is capable of doing. 

Other Vice-Presidents, Assistant Vice-Presidents, the Assist- 
ant Cashiers, Assistant Trust Officers, and Assistant 
Comptrollers 

While the majority of the vice-presidents, assistant vice- 
presidents, and assistant cashiers are assigned to the territorial 
administrative units, others handle certain of the operating 
departments of the bank according to their aptitude and 
adaptabilities. A vice-president assisted by assistant vice- 
president, for example, does the trading in foreign exchange. 
Another vice-president assisted by the statistician has charge 
of thfe publicity work, another of the trust department, another 
of a very important foreign branch, still others travel and 
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devote their time and attention to the study of economic condi- 
tions. An assistant vice-president has charge of the credit 
department, another of the letter of credit department, and 
another of the industrial service work, while assistant cashiers 
are assigned to manage other important divisions and depart- 
ments in the bank. Junior officers, known as assistant trust 
officers, assist the vice-president in charge of the trust depart- 
ment, while others, known as assistant comptrollers, assist the 
comptroller of the bank. 

The Comptroller and Cashier 

In general the executive work of the bank (if distinction 
may be made between executive and administrative work) is 
divided between the comptroller and the cashier. The work 
of the comptroller is that of supervising accounting and audit- 
ing and he has control of the expenses of the bank. An equally 
important part of his work consists in supervising systems in 
use in the bank and its branches. The cashier is the chief 
executive officer through whom the financial operations of the 
bank are conducted. As such he has charge of all the operating 
departments of the bank. He also exercises supervision over 
the personnel and its organization and over the building force. 

To assist the cashier of the bank in matters of organiza- 
tion, an organization department is maintained. The chief 
function of this department is to study the departmental work 
with a view to making improvements. It also makes studies 
of the personnel with a view to discovering those who are 
worthy of promotion to positions of greater responsibility. 

Departments and Divisions 

The unit of operation in the bank is the department, one 
of which performs each major operation. Each department is 
in charge of a department head with a sufficient number of 
assistant department heads. Related departments are grouped 
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together into divisions, each of which is supervised by a 
division head. Through the organization department the 
division heads are responsible to the cashier of the bank. Mat- 
ters of operating procedure are referred to diem by depart- 
ment heads. In addition they have charge of the personnel 
in their respective provinces. At regular intervals a meeting 
of the division heads is held by the organization department 
for the purpose of considering improvements in the operating 
routine, organization, etc. 

Branch Banks 

By the National Bank Act a national bank is prohibited 
from operating domestic branches except where it previously 
existed as a state bank and had branches under the laws of 
its state. The Federal Reserve Act permits member banks 
to have foreign branches, however. In accordance with this 
law the bank concerning which this is written has organized 
branches in many of the principal cities abroad. 

Each branch bank is under the control of the vice-president 
in whose territory it is located. Local management of the 
branch is vested in a manager who is assisted by the necessary 
number of submanagers, an accountant, and subaccountants. 
The small branches in a locality are in some cases grouped 
together under the local control of a large branch. 
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branch bank, 628 
department proof, Form, 584 
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improvements in system, 627 
Accounts (See also "Depositors' ac- 
counts," "Bookkeeping de- 
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general, 572 
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classified, 572 
contents, 574 
definition, 574 
expenses, 574. 578 
federal reserve bank collection, 
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interest on borrowed bonds, 

575 
interest on borrowed money, 

575 

interest paid on deposit bal- 
ances, 575 

pay-roll, 580 

supplies, 579 

taxes, 576, 577 
inactive, 545 
payable, 252 
receivable, 248 
reconcilement, 623 
statement of, 542 

foreign, Form, 568 



Addressograph department, 651 
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Application for loan, 241, 256 
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Arrival drafts, 141 
Assembly rack department, 83 

proof. Form, 86 
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Assignment of stocks, 508 
Auditing, 

bank, 616 

bank directors', 633 

branch bank, 628 
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continuous, 618 

correction entries in, 623 

daily, 617 

expense ledger, 581 

external, 630 

general, 626 

internal, 616 

issuance of credit instruments, 620 

national bank examiners, 630 

organization of bank for, 616 

reconcilement of accounts in, 623 

reports on findings, 627 

shipments of valuables, 622 

spot, 619 

trust department, 633 
Auxiliary functions of bank, 12 
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Bank notes, 5 

Bankers' foreign checks, 445 
Bankers' long bills, 447 
Batch proof, 31 
Beneficiary's card, 
Form, 405 
export commercial credit depart- 
ment, 400 
letter of credit department, 444 
Bill stamps and foreign discount, 

264 
Bills, 
Gonunerdal, 468 

discounted ledgers, foreign dis- 
count, 309-311 
finance, 467 
foreign, methods of negotiation, 

291 
of lading, 196, 325 
register, foreign discount, 305 

Form, 306 
sterling, time, 297 
time, foreign exchange, 467 
types used in foreign exchange, 
466 
Board of directors, 688 
Bond department, 
bought register, 354 

Form, 361 
daily proof. Form, 368-369 
ledger, 363 
number book, 363 
proof, 366 
purchase ticket, 353 

Form, 353 
records of, 363 
security cards, 364 
sold register, 360 
work of, 352 
Bonded indebtedness in credit 

analysis, 252 
Bonding employees, 659 
Bonds, 
bail, 677 
books used for registration of, 516 



Bonds — (Continued) 

borrowed, interest on, 575 

borrowing, 358 

coupon, 515 

income from, 355-357 

investment for a conunerdal 
bank, 348 • 

lending, 359 

organization of bank for han- 
dling, 351 

pledging of, 357 

purchase and sale of, for custom- 
ers, 350 

receipt of, into the vaults, 354 

registered and coupon, difference, 

515 
registration, 515 
relation of banks to, 348 
sale, 359 

sources of supply, 352 
surety of merchandise, 676 
valuation, 362 
Booldceepers, 
checking work of, 541 
domestic, work of, 535 
routine, 540 
statistical work, 546 
Bookkeeping department (See also 
"Accounts") 
domestic, 5^7-557 
foreign, 558-573 
general ledgers of, 574-6i5 
cashier's check account, 588 
closing the books, 608 
Comptroller of Currency, re- 
port to, 609 
Form, 610-613 
daily statement book, 594 
earnings, monthly statement. 

Forms, 606-607, 609 
expenses, 574-586 
Forms, 582-585 
interest earnings, monthly state- 
ment, 600 
Form, 605 
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Bookkeeping department — (Con- 

tmued) 
profit and loss statement, 600 

reserve, computation, 599 

subsidiary, 586, 591 

voucher register, 581 
Form, 582-583 
Bought contracts, payments, under, 

461 
Bought register, bond department, 

354 
Branch banks, 695 

accounting, 628 

agency for promoting foreign 
trade, 666 

auditing, 628 
British colonies, 

bills drawn from, 296 

dollar items drawn on, 298 
Bulletin, financial, 655 



Cable transfers, 446, 453, 464 

Form, 454 
Cables, 
accounting procedure for, 647 
codes, 644 
collection by, 213 
confirmation, 646 
handling, 644 
incoming messages, 644 
outgoing messages, 646 
payment under, 459 
test words^ use of, 648 
Cash, 
account, in credit analysis, 247 
book, letter of credit department, 

442 
items, 

advices of credit, 218 

collection, 126, 130, 218 

defined, 14 

dishonored by bank, 146 

dishonored, disposition, 132 
chart, 154 



Cash — (Continued) 
journal, letter of credit depart- 
ment, 440 
maintaining supply, 51 
methods of counting, 45 
return items, 32, 144-147 
surplus, 52 

y^ork of the bank, 127 
Cashier, 694 
Cashier's checks, 
accounting, 588 
issuance, 171 
system of control, 171 
Certificates, 
analysis, 198 
deposit, classes of, 165 
inspection, 198 
origin, 198 
ownership, 180, 525 
weight, 198 
Certification, 
and payments, 563 
department, 65-70 
Certified checks, 65-70^ 534 
Check desk department, 530-535 

daily proof. Form, 536 
Checks, 
bankers', foreign exchange, 465 
cashier's, 171, 588 
cashing, 54 
certified, 534 

defects in, 55-59 
date of, 57 
irregular, 57 

passing upon before payment^ 545 
postdated, 57 
preparing for posting, 528 
stale, 57 
Circulation outstanding, national 

tax on, 577 
City collection department, 
collection of city cash items, 126 
disposition of receipts, 149 
proof, 150 
Form, 151 
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City collection department— ('Con- 
Hnued) 

recording work of, 149 

territory, 130 

work, 129 
summarized, 155 
Clayton Act, 685, 686 
Clean credits, 571 
Clearing, 70-97 

operations, 87-97 
nature of, 70 
summary of, 94 

process, 82 

work of mail teller, 26^ 
Clearing house, 

auditing, 632 

balances, settlement of, 62, 92 

certificates, 78 

checks, proving, 530 

country collection department o^ 

75 

examinations, 79 

exchanges, 88 

forms required by, 85 

New York, 70 
adjustment of errors, 93 
administration, 71 
admission of members, 73 
clearings, 1854-1919, 96, 97 
Clearing House Committee, 72 
exchange slip, 85 
expenses, 74 
first ticket, 85 

Form, 87 
functions, 74 
list of members, use, 73 
non-members, use of, 79 
proof, 91 

reports required, 79 
second ticket. Form, 91 
selling clerk's statement, 89 

Form, 90 
session, 87-92 

statement to member. Form, 
80-81 



Gearing house— ("Con^ntf^J^ 
redemptions, 144 

check. Form, 145 
Qub, employees', 662 
Collateral, 
examination of, for merchandise 

loans, 324 
substitutions and withdrawals, 

332 
Collecting agent, forwarding items 

to, 207 
Collection, 
charges, 191 
items, 

defined, 14 

foreign, 192 

mail, 30 
register. Form, 134 
returns, 32, 143 
service, 

economic aspect of, 200 

nature of, 127 

volume of, 200 
work, difference from cash work, 

127 
Collections, 
by clearing house, 75 
cable, 213 

dishonored, recovery, 142 
export, 202-215 

items, receipt, 202, 207 

letters of transmittal, 206 

methods of securing immediate 
payment, 214 

register, 203 

settlement for, 209 

tickets, 203 
Form, 204 
foreign, 192-228 

advice of acceptance, 207 
import, 

cash items, 217 

customer's card, Form, 221 

drawees' card, Form, 226 

register, 219 
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Collections — (Continued) 
import — (Continued) 
settlement with owner, 222 
through domestic departments, 

220 
unpaid, 223 
kinds, 133 

non-pa3anent procedure, 141 
notes and coupons, 636 
recording, 133 
settlement for, 127, 140, 162 
Colonial bills, European, 298 
Commercial banks, 
fitness to act in a fiduciary ca- 
pacity, 490 
services of, 665 
Commercial credit department, 
export, 416 
contingent liability ledger, 416 
expiry tickler, 417 
organization, 400 
records, 400 

summary of book entries, 417 
import, 
offering slip, 380 
organization, 379 
passing upon credit rating of 

applicant, 379 
records, 395-398 
Commercial credits, 
advantages, 376 
application for. Form, 381 
explanation of, 373 
export, 400-418 
import, 373-399 
offering slip. Form, 382 
Commercial parities, 465 
names, approval, 240 
pledges of, to secure public de- 
posits, 276 
Commercial parities, 465 
Comptroller, 
of bank, 694 
of the Currency, 609 
Consignee mail, 642 



Consular invoices, 198 
Contingent liability ledger, export 
commercial credit department, 
416 
Contracts, \ 

bought, 461 
credit^ Form, 384-385 
effected through brokers, 450 
loan, Form, 320-321 ; 

Conversion of foreign currency • 

items, 219 
Correspondents, 
issuing travelers' checks and let- 
ters of credit, 432 
list of, with travelers' letters of 
credit, 429 
Counterfeit money, 48 
Country banks issuing travelers' 

checks, 432 
Country collection items, 
method of collection, 184 
settlement with customer, 189 
Coupon bonds, 515 
Coupons, 
approval for payment, 522 
collection, 178, 338, 636 
collection department, 178-184 
daily proof. Form, 185-186 
envelope. Form, 181, 182 
incoming, 521 
ledgers, 523 
returned book, 522 
sheets, 522 
Credit (See also "Commercial 
credits") 
application for a line of credit. 

Form, 242 
bank, 4 
cards, 
import commercial credit de- 
partment, 395 
letter of credit department, 439 
department, summary of work, 

256 
explained, 229 
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Credit-^Confinued) 
fileSp 231S 
folder, 231-233 
information analysis, 243-254 
information, dissemination of, 
238 
for rating, 229-231 
instruments, 620-622 
items, disposition, 12 
journal, 137 

Form, 138-139 
line of, 255 
purpose of, 240 
rating of customer with foreign 

discounts, 268 
revising, 237 

territorial organization for, 241 
Credits issued book, 
import commercial credit depart- 
ment, 397 
Customer's credit card, Form, 39O 
Customers ledger, Form, 539 
Customers liability ledgers, 280-282 
Form, 281 
reports concerning relations with 
the bank, 625 



Daily statement book, 594 
Debit cash book, 534 
Debts, foreign, settlement, 193 
Delivery receipts, 511 
Departmental proofs, 23-24 
Deposit function of a bank, 3 
Depositary under plans of reorgan- 
ization, 496 
Deposits, 16 

examination, 16 

foreign, 40, 42 

function of bank, 3 

interest on, 550 

receipt of, 13, 43 

relations to other operations on 
cash, 13 

time, 544 



Depositors* accounts, 
analysis, 554 
classified expense of maintaining, 

receipts, 17 
Descriptive ledgers, 582 
Direct sendings, transit items, 104 
Directors, board of, 684-689 

auditing, 633 
Discharges, personnel department, 

660 
Discount, 
blotter, 262 
calculating, 263 
Discount department, 
domestic, 262 
daily proof sheet, Form, 278-279 
earnings of, 272 
organization, 272, 285 
proof of, 276 
work of, 262 
foreign, work of, 285 
Discount files, 269 
Discount operations, domestic, gen- 
eral statement, 258 
Discount rates, foreign, 291-293 
Discount tickler, 268 
Discounts, 
collection of, 190 
domestic, collection, 270 
foreign, 
accounting for, 295 
adjustment of complaint, 300 
adjustment on face of, 302 
bills discounted ledger, 30(^311 
bills registers, 305-307 
credit rating of customer, 288 
credits arising from, 295 
customers' letter of instruc- 
tions, 285-287 
dishonored items, adjustment, 

303 
dollar items, 297 
examination and approval of 
offering, 285 
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Discounts — (Continued) 

ioTtiga— (Continued) 
examination of documents, 289 
general statement, 284 
list book, a88 
ntmiber register, 289 
origin, 224 

remittance letters, 294 
remittances abroad, 296 
records, 304-311 
records pertaining, 225 
secured by receivables, 273 
settlement between banks, 301 
settlement from agents, 300 
subject-to-adjustment transac- 
tions, 302 
tickets, 294 

Forms, 265 
time sterling bills, 297 
versus purchases, 284 
window blotter, 287 

general consideration in making, 
261 

prevalence in banking, 258 
Dividends (See also "Earnings,'' 
"Interest) 

foreign exchange, e£Eect on» 4166 

payment of, 518 
Documents, 

examination in connection with 
foreign discounts, 289 

examination under conunerdal 
letters of credit, 407 

miscellaneous, 
certificate of analysis, 198 
certificate of inspection, 198 
certificate of origin, 198 
certificate of weight, 198 
consular invoices, 198 
non-dumping certificate, 198 

negotiation of, under commercial 
letter of credit, 389 

release of, 199 
Dollar items, 297, 299, 449 



Domestic bookkeeping department, 

work, 527-557 
Domestic discount department, 

work, 262 
Domestic exchange, 5-6 
Domestic non-registered mail, t$7 
Drafts (See also "Foreign drafts 
and transfers") 
advices, 45^1 5^0 
and transfers, sold by branches, 

458 
arrival, 141 
bank, 172 

Forms, 174. 175 
clean, 195 
cost, 451 

dishonored, shipments under, 674 
documentary, 195 
drawn upon other than branches, 

455 
duplicate, 194 

foreign and acceptance, 532 
incoming, 561 
issuance, 195 
payment of, which have not been 

advised, 562 
tenor of, 195 
Drawings, indirect, 570 



Earnings (See also "Dividends," 
"Interest") 

monthly interest, 600-605 
statement. Form, 604 

source, 601 
Educational department, 

activities, 663 

function, 658 
Employees, 660-664 

bonding, 659 

hiring, 658 
Exchange charges, 

assessment of, 119 

bill of, to customer, Form, 122 

collection, 17, 164 
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Exchange charges — (Continued) 
domestic discount, 264 
mail teller, 32 

New York Clearing House, 77 
payment of to other banks, 32 
receiving teller, 17 

Exchange, foreign (See "Foreign 
exchange") 

Expense ledger, auditing depart- 
ment, 581 
Form, 58s 

Expenses, 
general, 578 
records, 574 
voucher system, 581 

Expiry tickler, export commercial 
credit department, 400 



Federal reserve bank, 
advice to, of direct sendings, 

Form, 106 
collections account, 589 
collections, method of handling, 

104 
federal reserve statement. Form 

245 
recapitulation sheet showing send- 
ings to. Form, 120 
rediscounts with, 274 
Fiduciary function of bank, 11 
Files, 
credit, 236 
credit card, 440 
discount, 269 
ticket, 207 
Finance bills, effect on foreign ex- 

chartge, 467 
Financial library, 654 
Financial statement, analysis of, 244 
First teller (See "Paying teller") 
First ticket, 
Form, 87 
purpose, 85 



Fiscal agent, method of providing 

with funds, 520 
Five per cent redemption fund, 60 
Foreign accounts, 

classification of, 558 

customers' drafts advised and 
outstanding account, 560 

division of, 558 

interest on, 569 

overdrafts, 565 

statement of, 567-569 
Foreign bookkeeping department, 

558-573 

official records, 573 
Foreign currency items, 449 
Foreign drafts and transfers, 

drawn upon bank's domestic cor- 
respondents, 571 

issued through correspondent 
banks, 456 

method of preparation, 452 

reasons of selling, 451 
Foreign exchange, 

arbitrage, 478 

balances, classified, 482 

bankers' checks, 465 

banks viewpoint of market, 467 

cable transfers, 464 

commercial bills, 465 

commercial checks, 466 

contracts, 476 

definition, 464 

factors contributing to, 465 

finance bills, 467 

function of bank, 6-7 

future book, 486 

loans, effect on, 467 

market, of New York, 474 

open market, 471 

portfolio, bills held in, 484 

positions, use of, 480, 485 

rates, quoting, 472 

time bills, 467 

trading operations, 464 

transactions bringing in, 468 
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Foreign exdiang^— (Continued) 
transactions decreasing, 469 
travelers' letter of credit, Form, 
420-421 

Foreign merchandise department, 

673 
Foreign money, purchase and sale, 

462 
Foreign teller, 
cashing of items, 41 
credit advice, Form, 42 
nature of items received, 40 
receiving section, 40 
Foreign trade, 
branch bank as an agency for 

promoting, 666 
department, 667-672 
publications promoting, 657 
opportunities, 669 
reports, 667 
Fourth teller (See "Mail teller's 

department") 
Functions of a bank, 3-12 
Future book, foreign exchange, 486 



General accounts (See "Accounts, 

general") 
General bookkeeping department 

(See "Bookkeeping department, 

general") 
General ledgers, 677-679 
Gold bars, sale, 62 
(jold settlement fund, 105 
Gold shipments, 61 

effect on foreign exchange, 468 
Good delivery, 326 

H 

Hold-over items, 149 
"Holds," 544 



Income tax, 
exemption from, $23 
returns and deductions, 521 

Incoming registered mail, nature of, 

635 
Indebtedness, bonded, 252 
Indirect drawings, 570 
Indorsement, 55 

clearing house, 83 
Form, 83 
Industrial service, 679 
Insk and outs, 30 
Instructions, special, 567 
Insufficient funds, 58 
Insurance, 197 

certificates, connection with for- 
eign discounts, 290 
Interest (See also "Earnings," 
'T)ividends") 

accounting for, 553 

balances, comparison of, 552 

bonds on, 575 

borrowed money, 575 

collection of, on bonds, 356 

collection on, 337 

delay, 123 
Form, 122 

department, 552 

earnings, monthly statement, 600- 
60s 

on deposits, 75, 550, 575 

rates, change of, 336 

regulation of, by New York 
Clearing House, 89 
Inventory in credit analysis, 249 
Investigators, 638 
Invoices, 198 

merchandise, 290 
Items unpaid, 182 



Job analysis, 660 



Identification, 58 



Kern Amendment, 686 
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Ledger bookkeepers, 
classification, 537 
descriptive, 582-587 
function, 564 
general, 592-594 
proof of, 542 
subsidiary, 582-587 
Ledgers (See "Expense ledger," 

"General ledgers," "LiabiHty 

ledger," "Loan ledger") 
Legal department, 653 
Legislation, 
Clayton Act, 685 
Kern Amendment, 686 
Letter of credit, commercial, 
advantages, 376 

bank's profit and advantages, 374 
classification, 378 
explanation, 373 
export, 

advances on export bills, 415 

advising the beneficiary, 404 

domestic, 413 

examination of documents, 407 

general nature, 400 

negotiation of drafts under, 407 

receiving advices of credits 
opened, 403 

settlement with customer, 410 

transmission of tne ooctunents 
abroad, 409 

use, 414 

warehousing of merchandise, 
409 
general nature, 373 
import, 

advances under, 390 

agreement under, 383 

application for, 380 

cash payment under, 391 

collection from customer, 395 

contents, 383 

examination of documents, 390 

offering slip, 380 



Letter of credit, commercial — (Con- 
tinued) 

import — (Continued) 
payment of bank's acceptances 

under, 395 
receipt of documents, 390 
release of doctunents, 392 
settlement with foreign bank 

under, 395 
summary of accounting work» 
398 

organization of bank for han- 
dling, 379 
Letter of credit department, 

balance book, 440 

beneficiary's card, 444 
Form, 405 

cash book, 442 

cash journal, 440 

credit cards, 439 

list book, 440 

travelers' check register, 441 

trust receipt book, 442 

work, 426 
Letter of credit, travelers', 434 

application for, 427 

circular, 425 

classification, 
according to banking relation- 
ship involved, 424 
by currencies, 421 
by method used to pay the 
issuing bank, 423 

clean, 425 

correspondents, list of accom- 
panying, 429 

definition, 419 

exhausted, 436 

extension, 436 

guarantee for, 430 

guaranteed, 423 

honoring of drafts drawn under, 
438 

issuance, 429 
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Letter of credit, travelers' — (Con- 
tinued) 

issued, 
against collateral, 424 
by interior correspondents, 432 

lost, 437 

making payments under, 442 

paid, 423 

records pertaining to, 444 

specially advised, 424 
Letter payments, 453 
Letter transfers, 445 
Liability cards, import conmierdal 

credit department, 395 
Liability ledgers, customers, 280- 

282 
Library, financial, 654 
List book, 

foreign discounts, 288 

letter of credit department, 440 
Loans, 

Form, 323 

application for, 256 

cards, 329 
customer's, Form, 330 

characteristics, 312 

classification, 
according to accounts, 316 
according to security, 312 
according to time, 315 

collection, 338 

commercial, safety of unsecured, 
261 

contract, 319 
Form, 320-321 

customers', 317 

department, 316 
daily proof. Form, 344 

departmental proof, 346 

earnings, 341 

effect on exchange, 467 

envelope, 322 

foreign, effect on foreign ex- 
change, 466 

function of bank, 7 



Loans — (Continued) 

ledger, 330 

made on arrival of drafts, 314 

made upon receivables, 314 

merchandise, 313 

method of calling, 338 

method of negotiating day loan, 
322 

non-stock exchange, 313 

paid journal, 340 

prepayment, part payment and re- 
newal of, 340 

rate, 318 

secured by stocks and bonds, 

313 
settlement with borrower, 329 
stock exchange, 313 
time, collection, 339 
types, 315 

types made on arrival drafts, 314 
Long-time bills, 455 



Mail, 
afternoon, 27 
cash, 26 

clearing work, 84 
collection items contained, 30 
consignee, 642 

credit items, disposition, 27 
debit items, disposition, 26 
domestic non-registered, 637 
exchange charges, 24 
foreign, 638 
handling of, 643 
incoming registered, 635 
morning, 27 
night, 27 
opening of, 28 
outgoing domestic, 641 
outgoing foreign, 641 
outgoing registered, 640 
sorting of, 28 
volume, 28 



Digitized by 



Google 



7o8 



INDEX 



Mail teller's department, 26-40 
Form, 38 
chart showing disposition of cost 

and collection mail items, 39 
daily proof, 37 
disposition of items, 34 
division of labor, 27, 28, 29 
divisional proof, 36 
function of, 26 
peculiar to large bank, 26 
proof of, 31, 35-40 
rack proof, 36 
Managers, executive, 690 
Margin, 328, 335 
Marine insurance policy, 197 
Medical department, 658 
Merchandise, 
bonds as surety for, 676 
bonds, bail, 677 
guarantees, 676 
invoice of, 290 
marine loss claims on, 678 
special payments on, 677 
warehousing of, 409 
Merchandising functions, 673 
Messenger, 
collection by, 133 
department, 150 
Mint par of exchange, 465 
Missent items, 149 
Money, 
counterfeit, 48 
department, 46-50 
examination of, 47-49 
mutilated and worn, 48 
raised, 48 
redemption of, 49 
shipment of, 61 
storing, 49 
supply, 
how disposed of, 52 
how maintained, 51, 52 
Multigraph department, 651 
Mutilated money, 48 
Mutual benefit, employees', 663 



N 

National banks, 682 
New York Qearing House, 
administration, 70 
admission of members, 7^ 
auditing by, 632 
city collections by, 75 
committee of, 72 
country collections, 75 
errors, adjustment, 93 
examinations by, 79 
exchange charges, 77 
expenses, 74 

expulsion of members, 73 
function, 74 

function of city collection depart- 
ment of, IIS 
indorsement of items, 83 
kind of items cleared, 82 
making exchanges, 88 
members of, 72 
non-members, clearing, 73 
operations of, 87 
proof, 91 

regulation of interest, 75 
reports to, 79 
reserves, 77 

settlement of balances, 92 
statement to, 698 
statement to members. Form, 80- 

81 
suspension of members, 73 
withdrawal of members, 73 
Ninety-day bill, example, 448 
Non-dumping certificates, 198 
Non-stock exchange collateral, ex- 
amination, s^ 
Non-stock exchange loans, ap- 
proval, 317 
Notes and acceptances, 
city, i6i 

collection, 157-161, 636 
country, 160 
payment of, 177 



Digitized by 



Google 



INDEX 



709 



Note tellers, 

daily proof of, 178 
Form, 178 

receiving operations, 164 

routine of, 156 
Notes, 

issue of, function of a bank, 5 

payable, 251 

receivable, 248 
Number book, bond department, 363 
Number control system, 620-622 
Number register, foreign discounts. 



Offering, 

book, domestic discount, 266 
Form, 266 

slip, import commercial letter of 
credit, 380 

ticket, in credit, 256 
Offerings, examination and ap- 
proval of, in discounts, 285 
Officers, 682-695 

cashier, 694 

comptroller, 694 

petty cashier, 63 

president, 689 

vice-president, 691 
Open book account, 259 
Open market, borrowing in, 260 
Orders for supplies, 649 
Organization, 

department, 694 

for receiving deposits, 3 

territorial, 241 
Outgoing mail, 

domestic, 641 

foreign, 64I 

registered, 640 
Overdrafts, 566 
Ownership certificates, 180, 525 
Ownership of stocks, method of 
transferring, 508 



Par of exchange, mint, 465 
Parities, 

commercial, 465 

mint, 465 
Pass book, 17 
Paying operations, 44-70 

nature of, 44 

organization for, 45 
Paying teller's department, 50-66 

proof, 63 
Pay-roll, 64, 580 
Personnel department, 

absences, 66i 

employees, 
bonding of, 659 
interviewing, 660 
references, 660 
transferring of, 659 

employment, 658 

function, 658 

job analysis, 660 

mutual benefit plan, 663 

records, 661 

reports, 661-662 

resignations, 660 

salary standardiziation, 661 

scope, 657 

statistics, 661 

stenographers, emergency, 660 
Petty cash and stamps, 63, 64 
Petty cashier, 63 
Portfolio, bills held in, 484 
President, 689 
Printing, 650 
Profit and loss statement, 600 

in credit analysis, 253 
Public deposits, pledges of commer- 
cial paper to secure, 276 
Publicity, 

addresses, 656 

bulletins, 655 

department, work, 657 

foreign trade publications, 657 

kinds, 655 
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Purchase ticket, bond department, 

353 
Purchased paper, collections of, 270 
Purchases versus discounts, 284 
Purchasing department, 649 



Rack, 

forces, 29 

material, no 
Raised money, 48 
Rates for discounts, 291 
Real estate, 

city tax on, 577 

in credit analysis, 250 
Receivables, 

discounts secured by, 273 

financing by use of, 259 
Receiver, bank acting as, 496 
Receiving deposits, 13-43 

as an initial banking operation, 

13 

departments for, 14 

organization for, 3 

summary of, 38 
Receiving teller's department, 15-26 

batch proof, 31 
Form of, 22 

chart showing flow of work 
through department, 25 

daily proof, form, 23 

disposition of debit items, 23 

distribution of credits by, 19 

examination of deposit, 16 

function, 15 

organization, 15 

proof of receipts, 19 

sorting of items by, 18 

statement of credit. Form, 20 
Reconcilements, 623-625 
Redemptions, clearing house, 144 
Rediscounts, 

accounting, 275 

collection, 271 

with federal reserve bank, 274 



Register, 

import collection, 219 

voucher, 581 
Registered bonds, 515 
Registrar, 

and transfer agent, 515 

duties of, 514 
Requisitions for supplies, 649 
Reserve, 

computation of, 599 

regulation by New York Clearing 

House, ^^ 

Resignations, personnel department, 

660 
Revenue stamps, 63 

S 

Sailing schedules, 642 

Salary, standardization, 661 

Sale, conditions of, 676 

Second teller (See "Receiving 

teller") 
Securities, 
foreign, purchase of, effect on ex- 
change, 467 
ledger. Form, 506 
purchase and sale of, for custom- 
ers, 350 
sale of, effect on foreign ex- 
change, 466 
Security cards, bond department, 

364 
Service, 

commercial bank, 665 

department, organization, 666 

foreign merchandise, 673 

foreign trade department, 672 
Settling clerk, 

receipt from, 88 

statement of, 89 
Shareholders, 682 
Shares, number of, 327 
Signatures, 57, 548 

files, 549 
Single-name paper, 260 
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StafFel system, 569 

Stamps, bill, in domestic disccmnt, 

264 

Statements, 
bank, 608 
book, daily, 594 
financial, of banks, 254 
general impression in credit 

analysis, 253 
monthly interest earnings, 600- 

605 
of clearing house banks, 79 
profit and loss, 600 
published, 615 

to clearing house, weekly, 608 
Stationery department, 651 
Statistical work, 654 
Stenographers, emergency, 660 
Sterling bills, time, 297 
Stock, 
assignment of, 508 
capital, state tax on, 576 
subscriptions to, 518 
transfer and registration of 
bank's, 519 
exchange collateral, examination 

of, 32s 
exchange loan, method of placing, 

318 
ledger, 512 

Form, 513 
offered for transfer, examination 

of, 510 
ownership of, 348 
purchase and sale of, for custom- 
ers, 350 
transfer book, 512 
Stocks and bonds, 
in credit analysis, 249 
registration of, 512 
Stop-orders, against certificates, 510 
Stop-payment orders, 56, 547 
Subsidiary, 
general ledger, 591 
ledger, 582-587 



Sundry assets, in credit analysis, 

250 
Supplies, 

accounting for, 579 

purchasing, 649 



Tax. 
accounting of, 577 
dty, on real estate^ 577 
corporation, 576 
excess profits, 576 
federal, on circulation outstand- 
ing, 577 
income, 576 

kinds concerning bank, 576 
on circulation, 577 
state, on capital stock, 576 
Telegrams, 
accounting procedure for, 647 
codes, 644 

confirmation of, 646 
handling, 644 
incoming messages, 644 
outgoing messages, 646 
private wires, 647 
receipt. Form, 645 
test words, use, 648 
Tellers (See "Paying teller's de- 
partment," "Mail teller's de- 
partment," "Note teller's de- 
partment," "Receiving teller's 
department," and "Foreign 
teller") 
Territorial organization, 241 
Test words, use of, 648 
Testing money, 47 
Third teller (Sec Mail teller's de- 
partment") 
Ticket journal department, 527 

daily proof, 529 
Tickler card files. 
Form, 238 
function, 159 
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Time, 
deposits, 544 
items, 142, 223 
Timing items, 263 
Trade, foreign (See "Foreign 

trade") 
Traders (See "Foreign exchange") 
Trader's department, 
function, 464 
reports, 458 
work, 796 
Transfers, 
cost, 451 

customer's application for, 169 
requirements for, 508 
telegraphic outgoing, 168 
payment made in funds, 171 
payments by crediting an ac- 
count, 171 
payments under, 170 
work of caring for, 448 
Transit department, 
proof, 117 

Form, 118 
routine, 107 
Transit items, 
availability through federal re- 
serve bank, 102 
charge basis, 113 • 
collection, 98 
collection through correspondent 

method, 99 
direct sendings, 104 
mailing, 113 

methods of collection, 99 
remittance letter to correspondent 

bank. Form, 112 
settlement of collections with 

correspondent banks, 99 
sorting, 107 
sununary, 125 

transfer or remittance basis, 114 
Translators, work of, 639 
Travelers' checks, 
Form, 422 



Travelers' checks — (Continued) 

banking relations involved, 426 

classified by currencies, 421 

classified by method used to pay 
the issuing bank, 423 

definition, 419 

honoring, 438 

issuance, 431 

issued by country banks, 432 

issued by interior correspondents, 
432 

issued for cash, 424 

lost, 437 

method of use, 436 

records pertaining to, 441 

register, letter of credit depart- 
ment, 441 
Travelers' letter of credit (See 

"Letter of credit, travelers'") 
Trust department, 

administrator, 497 

auditing of, 633 

books of record, 505 

buying and selling orders, 504 

collection of interest and divi- 
dends, 501 

custodian of securitieSy 499 

executor, 497 

national bank, 491 

nominees, 500 

operations, 490 

securities, 
changes in status, 500 
disposed, 503 
disposition, 502 
ledger, 507 

purchase and sale, 504 
received book, 499 
registered, 502 

service charges, 498 

stock number book, 505 

transient book, 507 

trust receipt. Form, 334 

withdrawal book, 505 
Trust functions, 11 
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Trust funds, investment, 492 
Trust receipt book, letter of credit 

department, 442 
Trustee, 

bank acting as, 491 

under mortgages securing bond 
issues, 494 
Trusts, 

classified, 493 

collection of, 127 

kinds, 493 

voluntary or living, 497 
Two-name paper, 260 
Typewriting department, 659 

U 

Universal transit numbering system, 
112 



Valuables, auditing the shipment 

of, 622 
Vaults, receipt of bonds into, 

354 
Vice-presidents, 691 
Voucher register, auditing depart- 
ment, 581 

Form, 583 



W 

Warehouse receipts, 333 
Warehousing of merchandise, 

409 
Window blotter, 287 
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